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Did the taper tantrum teach us
anything?
James Klempster, Portfolio Manager, Momentum GIM asks: did the taper tantrum teach us
anything?
“Thus far, October has been a decent month for equity markets. This is likely due to three factors. Firstly,
markets fell precipitously in the past two and a half months and as a result they were probably overdue a
bounce of sorts. Secondly, the Federal Reserve (Fed) postponed its interest rate decision last month and
thirdly, and relatedly, recent data out of the US and other developed markets has been weak, if anything
deflationary, giving the markets hope that interest rate policy will remain unusually accommodative and
that central bank liquidity, in all its various guises, will be around for the foreseeable future.
“We occupy a strange world at the moment where bad news for the economy is interpreted as good for
markets. From a purely qualitative perspective there seems to be a pretty strong relationship between
these factors: market participants believe loose monetary conditions to be beneficial to equity markets. It
is easy to see where they are coming from; despite the extraordinary levels of monetary stimulus put to
work in the past decade, the recovery from the financial crisis has been uninspiring. But it has been
reasonably solid and perhaps we all need to start becoming accustomed to that being good enough. In a
‘normal’ environment good economic news should, in the round, provide a positive environment for
businesses and consumers to operate, but we know that each positive data print is unlikely to positively
influence the markets as directly as good news is negatively impacting the markets today. A positive
economic environment is helpful but it is not the same as an investment case and valuations and
corporate prospects should override a macro story.
“Today, however, market participants continue to conflate bad economic news with continued liquidity and
as a consequence a better outlook for markets. The Fed has tried managing expectations through their
regular communications, but the unexpected delay in hiking rates still caused some confusion. Perhaps it
would be better if they simply grasped the nettle and made the first interest rate hike a fait accompli and
therefore moving the debate forward from when interest rates will rise. Putting aside economic pros and
cons of such a move for a moment, recent history remind us that markets reacted far more maturely to
the advent of QE tapering than they did in anticipation to it. There is reason to believe that the same will
happen with respect to interest rate policy. The first hike will be small and further hikes will be data
dependent and so the anticipated riskiness of such a move is arguably overblown now. As I have noted
before, the Fed will be reluctant to ‘do a Trichet’ and if anything the recent slew of weak data does
increase the risk of that, but still, it is surely only a matter of time until the market is jolted into a more
‘normal’ mind-set where good economic news is good for markets and we can once more focus on
rewarding companies purely on their prospects rather than whether they will be buoyed, regardless of
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merit, by more liquidity.
“We have allowed ourselves to believe in the efficacy of central bankers while they acquiesced with what
we collectively wanted; namely flooding markets with liquidity. Perhaps now we must show the same faith
in them as they embark on rate rises. Whether we think it is exactly the right time or not, the fact is that
when the Federal Reserve raises rates the committee will, on average, believe that the time is right and
we should cut them some slack in the immediate aftermath.”
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Momentum notes to editors

Momentum Global Investment Management Limited is the global investment arm of Momentum
Investments, and provides specialist investment management services to retail and institutional clients,
financial intermediaries and their clients in the UK and Europe, the Middle and Far East and South Africa.
Momentum Global Investment Management Limited is part of the MMI Holdings Ltd, one of the largest
insurance companies in South Africa, with a market capitalisation of circa GBP2.3 billion as at 30 June
2015.
Momentum Global Investment Management Limited has GBP3.6 billion of assets under management
as at 30 June 2015.
Momentum Global Investment Management Limited is authorised and regulated by the Financial
Conduct Authority (no. 232357) in the United Kingdom, and is an authorised Financial Services Provider
(no. 13494) pursuant to the Financial Advisory and Intermediary Services Act 37 of 2002 in South Africa.
Important information
This document is only intended for use by the original recipient, either a Momentum GIM client or prospective client, and does not
constitute an offer or solicitation to any person in any jurisdiction in which it is not authorised or permitted, or to anyone who would
be an unlawful recipient. The original recipient is solely responsible for any actions in further distributing this document, and in doing
so should be satisfied that there is no breach of local legislation or regulation. This document should not be reproduced or
distributed except via original recipients acting as professional intermediaries. This document is not for distribution in the United
States.
Prospective investors should take appropriate advice regarding applicable legal, taxation and exchange control regulations in
countries of their citizenship, residence or domicile which may be relevant to the acquisition, holding, transfer, redemption or
disposal of any investments herein solicited.
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Any opinions expressed herein are those at the date this document is issued. Data, models and other statistics are sourced from
our own records, unless otherwise stated. We believe that the information contained is from reliable sources, but we do not
guarantee the relevance, accuracy or completeness thereof. Unless otherwise provided under UK law, Momentum GIM does not
accept liability for irrelevant, inaccurate or incomplete information contained, or for the correctness of opinions expressed.
The value of investments in discretionary accounts, and the income derived, may fluctuate and it is possible that an investor may
incur losses, including a loss of the principal invested. Past performance is not generally indicative of future performance. Investors
whose reference currency differs from that in which the underlying assets are invested may be subject to exchange rate movements
that alter the value of their investments.
Under our multi-management arrangements, we selectively appoint underlying sub-investment managers and funds to actively
manage underlying asset holdings in the pursuit of achieving mandated performance objectives. Annual investment management
fees are payable both to the multimanager and the manager of the underlying assets at rates contained in the offering documents of
the relevant portfolios (and may involve performance fees where expressly indicated therein).
Momentum Global Investment Management (Company Registration No. 3733094) has its registered office at 2nd Floor, The Rex
Building, 62 Queen Street, London, EC4R 1EB.
Momentum Global Investment Management Limited is authorised and regulated by the Financial Conduct Authority in the United
Kingdom, and is an authorised Financial Services Provider pursuant to the Financial Advisory and Intermediary Services Act 37 of
2002 in South Africa.
© Momentum Global Investment Management Limited 2015

Page 3 of 3

global investment management I press release

