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Optimism drives markets
2019 was a solid year for Tellus which delivered a good absolute return,
marginally behind the index. In the fourth quarter the fund delivered a flat
absolute return but outperformed the benchmark index. 
 
Fourth quarter rally
In the final quarter of the year, markets were cheered by signs that the
manufacturing cycle has turned and that there might finally be a trade
agreement between China and the US. The 
US 10-year interest rate rose by 25 basis points in the quarter, while the
German 10-year yield was up around 40 basis points. Furthermore, the
USD depreciated by 2.9 percent versus the EUR, while the JPY
depreciated by 3.4 percent. This is mainly what drove the weak
performance of the fund's index in the quarter, both in absolute terms and
relative to the fund. The index has a long duration (total 8.3 years) in the
US, Japan and continental Europe and a high weight in USD (40%) and
JPY (20%). 
 
A volatile year 
Up until the autumn, long-duration was a good investment. A weaker
economic outlook, lower inflation expectations and dovish central banks
all put downward pressure on long-term interest rates. Since the turn of
the year, the 10-year interest rates in the US are down 75 basis points
and German rates are down 43 basis points. This is what contributed most
to the solid absolute performance of the fund's index in 2019. 
 
Manufacturing cycle turned?
In 2019, global growth slowed, mainly due to a weaker manufacturing
sector. In the fourth quarter, there were some signs that the manufacturing
cycle was turning. Manufacturing PMIs improved, in particular in China.
The German manufacturing PMI, which has been the biggest worry, also
showed some improvement, but from a very low level. These early signs
of a turnaround contributed to the strong performance of risky assets in
the fourth quarter.
 

Despite a weaker manufacturing sector during 2019, labour markets
remained solid. Unemployment was low and households optimistic, which
is an engine for further growth in consumption. This was confirmed by the
Purchasing Manager Index (PMI) for the service sector, which held up
well. The gap between the PMIs for the service and manufacturing sectors
has been very wide during the year. The big question for future growth is
whether the weak manufacturing sector will eventually pull down the
labour market and service sector or whether the strong service sector and
households will lead to growth in manufacturing. The latest improvements
in manufacturing PMIs bode well for the latter scenario.
 
Trade and Boris
In addition to hopes of a turn in manufacturing, progress in trade talks and
hope of an orderly Brexit also contributed to the strong market
performance in the fourth quarter. There seems to be agreement over a
“phase one” trade deal and Trump has said he will sign the agreement in
January. Progress in the Brexit talks and the victory of the Tories and Boris
Johnson in the Parliamentary Election in December have reduced the
chances of a hard Brexit, which have in turn reduced uncertainty and
contributed to strong markets at the end of the year.
 
Central bank stimulus
Most central banks are currently taking a dovish stance. The Federal
Reserve cut the rate at its October meeting, and the markets are now
expecting the Fed to hold or cut once more. The ECB kept its rate
unchanged in the quarter, but restarted quantitative easing (QE) in
November. 
 
Norges Bank and the Swedish Riksbank went against the tide and
increased interest rates this autumn. Norges Bank increased the policy
rate for the third time in 2019 in September and Riksbanken increased
the policy rate for the first time since December 2018. Both central banks
are expected to keep rates unchanged for the foreseeable future.
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British pound performing 
The strongest performer in the fund in the final quarter of the year was our
investment in a short-dated UK government bond. The GBP appreciated
by 4.6 percent versus the EUR as the progress in Brexit talks and Boris
Johnson's election victory led the market to put a lower probability on a
hard Brexit. 
  
Our investments in South Africa and Mexico also performed strongly in Q4,
mainly due to appreciating currencies. Mexico is the strongest performer
in 2019, contributing 2.1 percentage points to the fund's overall
performance.

Chilean unrest 
One of the weakest performers was our investment in a local currency
government bond in Chile. The investment is unhedged and the weak
performance is due to the currency depreciating by a total of 6 percent
versus the EUR in the quarter. The sharp depreciation of the peso is a
market reaction to the massive Chilean protests over the past few months.
The protests have now eased and the currency reversed some of its
losses in December. We expect the peso to continue to perform well as
the economy recovers from the uncertainty imposed by the riots. 
Our holdings of short-dated US Treasuries also contributed negatively.
These make up a large proportion of the fund (around 20 percent) and the
negative performance is due to the deprecation of the USD versus EUR
in the fourth quarter. 
During the quarter, we sold our holding in a short-dated Swedish
government bond and increased our position in Mexico.
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Historical performance (net of fees)

Period SKAGEN Tellus A Benchmark index
Last month 1.1% -1.5%

Quarter to date -0.4% -3.0%

Year to date 7.7% 7.9%

Last year 7.7% 7.9%

Last 3 years 1.7% 2.0%

Last 5 years 2.0% 3.7%

Last 10 years 4.7% 4.3%

Since start 4.5% 4.3%

SKAGEN Tellus invests primarily in bonds and certificates
issued or guaranteed by governments from around the
world.

The fund is suitable for those with at least a three year
investment horizon. Investors must be able to tolerate
currency fluctuations.

Fund Facts

Type Fixed income

Domicile Norway

Launch date 29.09.2006

Morningstar category Global Bond - EUR Biased

ISIN NO0010327786

NAV 11.61 EUR

Fixed management fee 0.80%

Benchmark index JPM GBI Broad TR EUR

AUM (mill.) 46.68 EUR

Duration 3.60

WAL 5.00

Yield 4.38%

Number of holdings 13

Portfolio manager Jane Tvedt

Performance last ten years
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Contributors in the quarter

Largest contributors

Holding Weight (%) Contribution (%)
United Kingdom Gilt 9.10 0.42

Mexican Bonos 8.19 0.39

Republic of South Africa Gvt 4.13 0.26

Czech Republic Gvt 6.06 0.10

Norway Government Bond 9.72 0.08

Largest detractors

Holding Weight (%) Contribution (%)
United States Treasury Note 18.88 -0.47

Chile Government 6.96 -0.34

Croatia Government 8.70 -0.15

Dominican Republic 2.09 -0.12

Portugal Obrigacoes do Tesouro 4.26 -0.11

Absolute contribution based on NOK returns at fund level
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Top 10 investments

Holding Percentage of Fund

US Government 19.1

UK Government 9.8

Kongeriket Norge 9.2

Republic of Croatia 9.2

Mexico 9.0

Republic of Chile 7.2

Republic of Peru 7.1

Czech Republic Government 6.5

Oriental Republic of Uruguay 6.0

Republic of South Africa 4.5

Total 87.6

Country exposure
United States 19%
United Kingdom 10%
Norway 9%
Croatia 9%
Mexico 9%
Chile 7%
Peru 7%
Czech Republic 6%
Uruguay 6%
South Africa 5%
Portugal 4%
Greece 4%
CASH 2%
Dominican Republic 2%
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Contact

+47 51 80 37 09 contact@skagenfunds.com SKAGEN AS, Post Box 160, 4001,
Stavanger, Norway

Important information
This report is intended for investment professionals only. The content is not to be viewed by or used with retail investors. Unless otherwise stated,
performance data relates to class A units and is net of fees. AUM data as of the end of the previous month. Except otherwise stated, the source of all
information is SKAGEN AS. Historical returns are no guarantee for future returns. Future returns will depend, inter alia, on market developments, the
fund manager’s skills, the fund’s risk profile and subscription and management fees. The return may become negative as a result of negative price
developments. You can download more information including subscription/redemption forms, full prospectus, Key Investor Information Documents
(KIID), General Commercial Terms, Annual Reports and Monthly Reports from our local websites or our local representatives. Statements reflect the
portfolio managers’ viewpoint at a given time, and this viewpoint may be changed without notice. This report should not be perceived as an offer or
recommendation to buy or sell financial instruments. SKAGEN AS does not assume responsibility for direct or indirect loss or expenses incurred
through use or understanding of this report. Employees of SKAGEN AS may be owners of securities issued by companies that are either referred to
in this report or are part of a fund's portfolio.
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