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LOM Balanced Fund Manager’s Report Q2 2019

The Balanced Fund continued its outperformance in the first half of the year, returning 11.58% while
the broader market returned 11.20%.

The last quarter saw an increase in volatility as global markets continue to operate in late and
recessionary cycles. Markets dropped in May as an unexpected escalation of US-Chinese trade
tensions caused global equity markets to drop. The decision to cut the real estate investment trusts
(REIT’s) position proved to be beneficial as the real estate sector underperformed during the
subsequent quarter. We continued to be tactically 10% overweight equities relative to our benchmark
as of quarter end but are reducing the allocation towards a neutral marketed weighted asset
allocation position.

An unexpected escalation in US-Chinese trade talks posed a temporary headwind to the Fund’s
performance as Chinese exposure took a hit in May. The positions mostly recovered heading into the
end of the second quarter as tensions have since eased. The gold hedge helped offset some of the
pain from global political uncertainty. Gold gained 9.17% while the China position lost -4.17%. Our
decision to increase European exposure paid off during the prior quarter as the position gained 4.25%.
The fund gained 1.43% on a net basis during the second quarter.

On the macroeconomic front, we are seeing weaker economic data in Europe as some member states
flirt with recession. In the US, we’re seeing mixed signals as strong jobs data (a lagging indicator) are
offset by weakness in other fundamentals. Paradoxically, the markets are hoping that the Federal
Reserve will cut rates, a simulative effect indicating their perceived weakness in the US markets. The
market consensus is that the Federal Reserve will cut rates in July given signals coming from Fed Chair
Jerome Powell. Strong jobs data late in the quarter weakened the likelihood of a 50-basis point cut in
the Fed Funds rate, the rate at which banks can borrow funds. The more likely outcome is a 25-basis
point cut.

Fixed income markets continued to rally into the second quarter in advance of a potential rate cut
(bond prices go up when interest rates go down). The inversion in the US Treasury curve seems
justified, as least in part, by the high probability of a rate cut in US markets and continued potential
disruption from the overhanging threat of the trade war. While rising bond prices can be good in the
short run, the trend may threaten bond holders of the short end of the maturity curve who will need
to reinvest into bonds at lower yields if the Fed announces rate cuts.

Balanced Fund Performance through 6/28/19

Annualized Return

LOM Balanced Fund (wﬂh N ENT)] 11.58%

Balanced Fund Benchmark Index * ERIA
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5.01% 6.79% 3.62%

This commentary is for information purposes only. It is not intended as an offer or solicitation for the purchase or sale of any financial instrument, investment product or service. The
information contained herein, has been compiled from sources believed to be reliable, but no representation or warrant, express or implied , is made by LOM Asset Management (LOMAM)
or any of its affiliates or representatives, as to its accuracy, completeness or correctness. Readers should consult with their Brokers if such information and or opinions would be in their best
interest when making investment decisions. This commentary is intended for the recipient only and must not be reproduced or forwarded to any other person without the prior [written]
consent of LOMAM. LOM is licensed to conduct investment business by the Bermuda Monetary Authority.

LOM Asset Management Ltd. « The LOM Building 27 Reid Street « Hamilton HM 11, Bermuda


http://www.lom.com
mailto:asset@lom.com

