
Three years almost to the day since 
my colleague Michael Lally chose the 
VIX Index as his subject matter for 
this monthly piece, it hit a 23-year low. 
In that article he mentioned how this 
measure of market volatility could be 
interpreted, and how at Thesis we had 
embraced volatility via our structured 
product investments. I will revisit 
some of this, but before that let’s 
remind ourselves what we are talking 
about here.

The VIX Index represents the market’s 
expectations as to 30-day volatility. 
Technically it is derived from the 
implied volatility in a wide range 
of S&P 500 options traded on the 
Chicago Board Options Exchange. In 
English this means a mathematically 
calculated measure of how much 
market traders think the US stock 
market is going to fluctuate over the 
coming month. Interpretation of this 
measure is often extended to provide 
some sense of market ‘complacency’ or 
as a kind of ‘fear gauge’ as Michael put 
it. The theory is that when stocks are 
gradually and steadily edging higher, 
market participants feel increasingly 
comfortable and tend to look for the 
positive in every piece of news. The 
theory goes on that when the market is 
in this state of mind and then receives 
a negative surprise of some sorts, the 
impact is all the more meaningful as 
investors had become complacent. In 
this sense the VIX Index is sometimes 
thought of as a predictor of market 
movements: if it is low then investors 
must be far too relaxed and therefore 
will feel all the more affronted by any 
disappointment, this manifesting itself 
in them selling their investments all 
the more aggressively in response.
So should we be worried, with many 
stock markets at multi-year highs and 

this ‘fear gauge’ at multi-year lows? 
Are we in for a crash? And should 
we use this kind of volatility measure 
as a central part of our investment 
process? After all the theory sounds 
pretty logical doesn’t it?

Taking the second point first, our 
argument is ‘not without caution.’ 
Relying entirely on the past as a 
predictor of the future is fraught with 
risk. Take the following analogy for 
example. A couple of years ago I got 
a new navigation app on my phone, 
which harvests data from other users 
in real time to optimise its route 
calculation. The first time I tested it 
was driving home from Chichester, 
a route for which I do not need its 
guidance. However, within moments 
of joining the A27 it was telling me to 
turn off at the first junction, some 10 
miles before my usual exit. Not a good 
start, I thought. Only to be proven 
wrong just beyond that first junction 
when I hit a wall of stationary traffic. 

Well done app. However the following 
evening, had my app (and my brain!), 
relied entirely on information from 
the previous night’s journey I would 
have ended up taking a lengthy cross-
country trip unnecessarily.

Much of the same goes for 
investments, if you are still with me. 
If markets take a tumble, typically 
volatility (as represented by the 
VIX for example) tends to increase 
markedly. Relying on some measure 
of volatility to form future investment 
decisions would be the equivalent of 
leaving the A27 at the first junction 
merely because there had been a 
traffic jam nearby the previous night. 
Not very clever. In investment terms, 
an approach which places too much 
emphasis on volatility can lead to 
investors selling volatile assets ‘at the 
bottom’ or buying those which appear 
to be lacking in volatility and therefore 
‘low risk’ perversely ‘at the top.’ Buy 
high, sell low. Also not very clever.
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held across all risk mandates. We do 
not do this lightly. We understand the 
implications of holding cash, even in 
a low inflation world. However if we 
do experience market weakness we 
will undoubtedly be using our tactical 
flexibility to add to assets which have 
fallen in value, precisely the opposite 
of the likely change suggested by a 
process driven by volatility alone. You 
never know we may even use such 
volatility to our advantage again and 
strike a structured product as we did 
three years ago under the supervision 
of Michael Lally.

By the time any of this plays out, he 
will be enjoying the early stages of 
what we hope to be a long and happy 
retirement. Our clients will miss his 
relaxed, yet authoritative manner. 
Financial journalists will miss his 

In no way do I wish to give the 
impression that we are blasé about 
volatility in markets. Absolutely not. 
We constantly monitor it and its 
impact on our investment decisions. 
Without ups and downs there would 
be no point in investing in markets, 
so our job is to embrace these. We 
see two roles for us with our clients’ 
portfolios: generating returns; and 
protecting capital. At present we are 
slightly emphasising the latter over 
the former. This necessarily means 
that we have foregone a little upside 
of late, but we have conviction in our 
view and seek to avoid being lulled 
into a false sense of security as to 
the relative risks of the various asset 
classes in which we invest. The output 
of this thinking is client portfolios 
which are relatively lightly exposed to 
equities, with a reasonable cash buffer 

unconventional style and candour. His 
colleagues will miss his wit and sense 
of humour. Our dealers will miss his 
personal trades in geared ETFs. The 
only people at Thesis who may take 
a different view are those who edit 
and approve articles such as this for 
publication. They will certainly sleep 
a little better in the knowledge that 
Michael’s inimitable style with the pen 
will be retiring with him. We wish him 
all the best for the future and bid him 
adieu. Or as he would say……..’ciao’.
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News and views

It was an eventful month filled with 
controversy, setbacks and sanctions 
and ended in the needless atrocity at 
the Grenfell tower block. US President 
Trump grabbed the headlines at the 
start of June, announcing the US was 
withdrawing from the Paris Climate 
Agreement as he endeavours to roll 
back the unprecedented unification to 
combat climate change. Closer to home 
the UK was subject to yet another 
appalling terrorist attack in London 
Bridge and Borough Market area but 
the despair overhanging the UK didn’t 
end there. Prime Minster Theresa May 
and the Conservative party ended up 
losing their majority in the General 
Election, resulting in a hung parliament 
just before Bexit negotiations begin 
with the European Union in Brussels. 
The mood in the Middle East was also 
a little sour with Bahrain, Saudi Arabia, 
the United Arab Emirates, and Egypt 
severing ties with Qatar, citing its 
support of terrorist groups. There was 
also plenty for investors to digest with 
central bankers forewarning the period 
of easy money is ending. We continue 
to caution that managing the exit 
process poses considerable challenges, 
given the heightened sensitivity of 
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Indices
Value as at 

30/06/2017
% Change 
on month

% Change 
year to date

% Change on 
12 months

FTSE 100 Share 7312.72 -2.76% 2.38% 12.43%

FTSE All Share 4002.18 -2.77% 3.33% 13.85%

S&P 500 2423.41 0.48% 8.24% 15.46%

Dow Jones 21349.63 1.62% 8.03% 19.07%

Euro Stoxx 50 EUR 3441.88 -3.17% 4.60% 20.15%

Nikkei 225 20033.43 1.95% 4.81% 28.62%

MSCI Emerging Markets 1018.80 1.34% 18.15% 22.14%

UK Treasury 1.25% 07/22/26 102.68 -1.80% 0.30% -2.06%

Sterling/US$ 1.30 0.92% 5.76% -1.96%

Sterling/Euro 1.14 -0.65% -2.59% -4.88%

Source: Bloomberg
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global asset prices to the slightest 
shifts in communication.

UK
The Bank of England’s communication 
of its policy intentions confused 
market participants with Governor 
Carney affirming that "now is not yet 
the time" to begin raising the cost 
of borrowing which was somewhat 
contradictory to the Bank of England’s 

Chief Economist, Andy Haldane who 
laid out the arguments for hiking. 
Nevertheless the MPC voted 5-3 to 
leave the bank rate at 0.25% and we 
suspect the dovish majority is likely 
to hold sway in the near term. Other 
data worthy of note was the fall in 
consumer confidence to below its 
long-term average, with weakness 
across the board, driven by falling 
living standards and political turmoil. 
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Fortunately consumer spending 
continues to make a positive 
contribution to overall growth 
but even that was being fuelled 
by borrowing as real household 
disposable income fell for a third 
straight quarter, leaving the savings 
ratio at an all-time low.

US
The US Federal Reserve voted to 
raise interest rates by 0.25% but the 
most important development was the 
unveiling of balance-sheet reduction 
plans. The Fed appears to be quite 
aggressive in its assumptions, as 
the monthly cap will start at $10 
billion and reach $50 billion. The 
Fed previously indicated that it 
wanted balance-sheet policy to 
operate quietly and passively in the 
background. The 'dot plots' of forward 
rate projections were unmoved 
however and imply one more +25bp 
rise this year, in response to a strong 
labour market. In equity markets we 
saw technology come under renewed 
pressure amid concerns about 
valuations and financial stocks, banks 
in particular going better, supported 
by higher interest rates. 

Europe 
In common with the world’s other 
central banks, the ECB is trying 
to finesse its shifting monetary 
policy stance. ECB President Draghi 
signalled upcoming changes in policy 
parameters. Despite the impressive 
recovery in activity measures the 
spare capacity and low trend inflation 
limit room for withdrawing stimulus 
at this stage. Benchmark yields 
jumped across the core sovereign 
bond markets in the wake of Mr 
Draghi’s remarks, and there are now 
signs that ECB members are wary of 
triggering the Eurozone’s very own 
‘taper tantrum’.

Japan 
The outlook for Japan's economy 
is positive, with underlying growth 
momentum and business surveys 
like the Tankan showing confidence 
among large manufactures. We 
continue to pay close attention 
to income growth which remains 

sluggish and has been a consistent 
drag on household spending. It 
contracted by another -0.1%, a 15th 
straight monthly decline. This year’s 
recovery in global trade has helped 
the export-oriented economy and 
the supportive backdrop from fiscal 
stimulus, low interest rates and a 
weaker yen are likely to continue 
driving steady growth. 

Emerging markets 
Emerging market equities have been 
the best performing equity region and 
EM debt has been the best performing 
fixed income market so far this year. 
The performance of both asset classes 
has been helped by the weakness in 
the dollar, with most emerging market 
currencies holding steady despite 
US interest rates being hiked for the 
third time in six months. In addition 
we have seen improving EM growth 
and some upbeat earnings results 
providing a supportive backdrop. We 
also had the announcement from 
MSCI that a decision to include China 
A-shares into the MSCI Emerging 
Markets Index had finally been agreed. 
The initial weight of China A-shares in 
the MSCI EM Index upon the August 
2018 inclusion will be approx. 0.73% 
(2.49% in the MSCI China index), 
comprising 222 onshore-listed stocks.

Fixed income 
The main story for bond markets this 
month was a shift in tone from the 
world’s major central banks. Global 
government bond yields moved higher 
as hawkish sentiment by central 
bankers appeared to penetrate the 
market. Corporate bond spreads 
narrowed slightly over the month and 
remain considerably lower than last 
year. 

An update on some of 
our favoured stocks

This month I take a look at three 
quality companies suffering some 
short term weakness in their 
respective share prices but ultimately 
represent good long term investment 
opportunities. They are Inmarsat, 
Micro Focus and Playtech. 

Inmarsat
The successful launch of its S-band 
satellite for the European Aviation 
Network (EAN) should have been a 
positive catalyst for the stock but it 
was somewhat overshadowed by rival 
satellite operators who are critical 
of the Inmarsat offering, believing it 
to be an infringement of the original 
terms of the S-band licence awarded 
by the European Commission. 
ViaSat, a US competitor has asked 
the European Court of Justice to 
instruct the European Commission 
to enforce Inmarsat's license 
rather than delegating that role to 
European Union member states. 
To us, the bitterness is undeniable 
as the competitors are behind in 
deploying their own systems and 
are using legal manoeuvres to derail 
them. Inmarsat’s EAN is the world’s 
first dedicated aviation connectivity 
solution to integrate space-based 
and ground-based networks to 
deliver a seamless Wi-Fi experience 
for airline passengers throughout 
Europe. The successful launch of 
the S-band satellite underlines the 
momentum that Inmarsat is building 
in the high-speed broadband inflight 
connectivity market. It has over 1,200 
aircraft installations expected under 
signed contracts with mandates 
having been won from leading airlines 
worldwide including Avianca, Qatar 
Airways, Deutsche Lufthansa Group, 
International Airlines Group, Air 
New Zealand, Singapore Airlines 
and Norwegian Air Shuttle. We think 
Inmarsat's credentials as a growth 
stock are beginning to shine through 
and its global, mobile and agile 
heritage is a key differentiator in an 
industry with massive latent demand.

Micro Focus 
The share price has been weak post 
the initial positive reaction to the 
announced mega merger with HPE 
Software. We believe this is down to 
the fact that HPE's performance has 
underwhelmed recently with poor 
licence sales spooking the market.  
Our assessment is investors are 
slightly dubious and may be a little 
bearish on the outlook at this stage. 
We recognise the deal does not 
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close for another quarter and some 
softness from the HPE sales force and 
equally from HPE Software customers 
isn’t out of the ordinary. The sceptic 
in me would also suggest it would be 
in the interests of new management 
not to push too hard such that the 
comparatives are a little easier when 
it is being measured against them 
next year. We still believe the deal 
makes strategic sense with minimal 
product overlap and will give it the 
broadest portfolio of infrastructure 
solutions in the industry. Its 
applications help companies 
bring together their existing IT 
and emerging technologies, and 
bridge the gap between old and 
new IT innovation trends. It has an 
exceptional M&A track record and 
has managed to acquire a highly 
valuable portfolio of assets, all of 
which lost value in chasing revenue 
growth. Micro Focus will continue 
to do what it does best, drive 
operational efficiencies and continue 
its relentless focus on delivering 
sustainably high free cash flows. 

Playtech
Online gaming software supplier 
Playtech fell on the back of a further 
disposal by Brickington Trading 
which sold 36.5 million shares at a 
7% discount to the previous night's 
close. The accelerated bookbuild 
drew strong investor demand and 
resulted in the originally planned sale 
of 32.0 million shares, which equated 
to a 10% stake, being increased to 
36.5 million shares, a colossal 11.5% 
of the company. Brickington is a 
wholly-owned subsidiary of a trust 
of which Playtech's founder, Teddy 
Sagi, is the ultimate beneficiary. As 
we understand it the placing was 
undertaken to further diversify Sagi 
and his family's investment portfolio 
and, in particular, to help finance a 
significantly increased focus on real 
estate. We continue to believe the 
dilution of Teddy Sagi's stake should 
be taken well by the market and by 
those investors who had corporate 
governance issues with the current 
relationship. I can think of numerous 
motives to justify our confidence in 

Playtech, but it really boils down to 
the fact we like to invest in companies 
that are market leaders and have 
outstanding track records. Its rapid 
growth and increased scale, we think 
has enabled the development of a 
superior platform, more relevant 
software and more products than 
other suppliers that puts it at a 
competitive advantage. We also like 
the trend towards securing longer 
term agreements with key customers 
which continues with nine of its top 
ten customers on long-term contracts 
following the renewals with William 
Hill, Betfred and Rank all renewing 
in the first two months of 2017 
alone. This gives greater visibility to 
earnings and reinforces our view that 
it’s the partner of choice.


