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31st December 2019 Merrion High Alpha Fund FACTSHEET 

The High Alpha Fund was launched in August 2007*. It is a process-driven absolute return fund. The fund may hold 

cash from time to time in order to protect capital. The fund does not reference a benchmark, instead it targets a   

return in excess of 7% per annum for the investor, notwithstanding how equity markets perform.  

Global equities continued higher in December, rising by +1.6% in 
euro terms to finish the year higher by 29.1%.  Equities got off to a 
poor start in December as we saw a return to the “tariff man” Trump 
as he unexpectedly launched a new trade war in the form of tariffs 
on Brazilian and Argentinian steel imports.  The rally extended on 
the announcement of the completion of the phase 1 trade deal 
between the US and China.  This represents at the very least 
something of a truce in the trade war, though what has been 
announced is light on details – the US side referenced agricultural 
purchases of $50bln p.a. by China, whilst the Chinese have been 
quite coy about any specific target.  Nevertheless, the feared 
imposition of yet more tariffs on December 15th has been avoided, 
and the last set of tariffs imposed by the US in September have 
seen their rate reduced from 15% to 7.5%.  Crucially though, other 
tariffs remain in place, to be used as a negotiating tool by the US 
during the phase 2 negotiations. After the deal takes effect, the 
average US tariff on Chinese imports will be 19.3%, compared to 
3% before the trade war began. In addition, the agreement also 
allows the US to reimpose tariffs if China fails to meet its 
commitments and further talks do not produce results. Another 
positive for markets was the huge majority for the Conservatives in 
the UK election, which removes the tail risk of a hard-left 
government under Jeremy Corbyn and means that the withdrawal 
agreement bill gets passed.   
 
At the last Federal Reserve Meeting of the year Fed Chairman 
Powell suggested a lowered sensitivity to inflation, indicating the 
Fed would be more likely to maintain loose monetary policy than 
previously.  Rising concerns about repo market stress over year-
end meant the Federal Reserve decided to provide significant 
amounts of liquidity to the repo market (close to $500bln) a move 
that could see its balance sheet reach new highs, and the rapid 
pace of expansion negating 18 months of balance tapering in just a 
few months.  
 
The fund produced a return of –2.0% for the month, leading to a 
very disappointing return of 0.5% for the year. The strong 
performance of the first half of the year was undone over the last 
quarter as the fund was predominantly positioned short equities. 
Other positions, such as long US treasuries and long the dollar 
were relatively insignificant contributors to performance. Similarly 
some relatively value trades in US and EU staples  and Utilities 
were also inconsequential.   The magnitude of the rally, especially 
in the US markets surprised us, especially given the expensive 
backdrop and deteriorating fundamentals. The aggressive change 
in sentiment and market positioning over the last 6-8 weeks of 2020 
has been driven by a number of factors such as the immense 
provision of liquidity by the Federal Reserve, hopes that the trade 
truce will lead to a significant pick-up in global growth and earnings 
and the removal of the short-term risk of a no-deal 
Brexit.  However, despite some pockets of strength in US data 
(employment for example), it is difficult to see a rebound in 
economic activity that would justify current market pricing.  The 
announcement that Boeing would suspend production of its 737-
MAX aircraft from January, for example, is alone expected to shave 
0.8% from Q1 US GDP.  Additionally, it seems inevitable that there 
was some front-running ahead of the possible increase in tariffs, 
which should dampen the expected rebound in growth in the short 
term.  
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FUND PARTICULARS 

Fund Type Absolute Return 

Performance Fee 20% of the excess return over 7% p.a. 

Bid/Offer Spread None 

Launch date 15/08/2007 

Base Currency EUR 

Liquidity Daily 

Risk Rating* 4 

Volatility 7.0% 

Benchmark 7% Target Return 

* ‘Volatility’ on a risk scale of 1 to 7, with level 1 being generally low risk and level 7 
being generally high risk. The volatility is measured from past returns over a period of 
five years using weekly and monthly data where applicable. Prior to making an        
investment decision, you should talk to your financial advisor or broker in relation to the 
risk profile most suitable for you. 

PERFORMANCE UPDATE AT 31.12.2019 

 High Alpha* Fund Target 

1 Mth -2.0% 0.6% 

3 Mth -5.0% 1.7% 

1 Yr 0.5% 7.0% 

3 Yr p.a -2.5% 7.0% 

5 Yr p.a 0.0% 7.0% 

7 Yr p.a 3.4% 7.0% 

10 Yr p.a 4.1% 7.0% 

Inception* 192.0% 131.1% 

Inc. p.a.* 9.0% 7.0% 

*The Merrion High Alpha Fund (QIAIF) was launched in August 2007. The High Alpha 
Fund (RIAIF) returns are shown from the end of Q3 2008. Source: Merrion Investment 
Managers 31/12/2019. Performance Figures are quoted gross of Management Fees. 
Management fees are detailed in the relevant share class addendum. There is a    
performance incentive linked directly to the success of the fund. Merrion Investment 
Managers will share 20% of the excess return over 7% p.a. Fund performance is quoted 
net of the performance fee. 
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If economic growth does not improve substantially, the consensus 
outlook for a rapid rebound in earnings, with growth of approximately 
10% expected for 2020, looks too optimistic.  Even if this growth in 
earnings is realised global equities look expensive, with a forward P/E 
of 16.4x. The US trades on 18.7x, Europe on 15.3x, Japan on 14.2x 
and China on 12.3x.  These are close to the highs of the last 
decade.  In absolute terms, earnings have declined this year, leaving 
the entire gain in equities in 2019 down to multiple expansion. One of 
the drivers of the most recent leg of the rally in equities was the 
provision of liquidity by the Federal Reserve.  However, this liquidity 
splurge was designed to be short-lived, i.e. a year end liquidity 
provision.  How markets react to the potential removal of much of this 
liquidity will be key – but if the extraordinary provision of liquidity 
continues, the valuation of high-quality companies can remain elevated 
relative to what might otherwise be considered fair value.  
 
It is worth pointing out that the year is ending much the opposite of how 
it began.  At the beginning of 2019, global equities were oversold, put-
call ratios suggested extreme caution amongst market participants, 
economic expectations looked overly pessimistic and markets were at 
very attractive entry levels from a technical and a valuation 
perspective.  As we end 2019 however, global equities look overbought, 
put-call ratios suggest extremes of complacency, economic growth 
expectations look overly optimistic and market valuations look 
expensive. 

WARNING: Past performance is not a reliable guide to future performance. The value of your investment may go down as well 
as up. Merrion Capital Investment Managers Limited (trading as Merrion Investment Managers) is regulated by the Central 
Bank of Ireland. Cantor Fitzgerald Ireland Ltd is regulated by the Central Bank of Ireland and is a Member Firm of The Irish 

Stock Exchange and The London Stock Exchange. 

Merrion High Alpha Fund FACTSHEET 

Asset Allocation to 31/12/2019 

Year on Year Performance 

 High Alpha* Fund Target 

2008 6.6% 7.0% 

2009 61.9% 7.0% 

2010 7.7% 7.0% 

2011 0.6% 7.0% 

2012 9.5% 7.0% 

2013 14.5% 7.0% 

2014 10.7% 7.0% 

2015 16.7% 7.0% 

2016 -7.7% 7.0% 

2017 -0.9% 7.0% 

2018 -6.8% 7.0% 

2019 0.5% 7.0% 

Please refer to our website link: https://www.merrion-investments.ie/assets/documents/policy-research-third-party.pdf for our policy 

regarding the provision of research by third parties. In relation to Merrion Investment Trust - KIDs - additional information is available 

on request from Merrion Investment Managers - please contact 670 2500 or e-mail info@merrion-investments.ie Further details are 

available on request from Merrion Investment Managers. 

http://www.cantorﬁtzgerald.ie

