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Fund Performance & Market Overview 
 
 

TB SGIG Sector Average Quartile  
 
Q1 2017    +5.9%            +4.8%      2   
 
Source: Saracen Fund Managers as at 31 March 2017 

 
 
Background 
 
Global stock markets continued their strong run, with the FTSE All-World (Sterling) delivering 

a positive 5.6% total return for Q1 2017. 

After the political drama witnessed in late 2016 and the subsequent movements in exchange 

rates and bond yields, it was a remarkably quiet start to the year in those asset classes.  Global 

bond markets were largely unchanged over the period with yields rising in the early weeks of 

the year, only to fall as the quarter drew to a close.  In addition, the pound was relatively 

unchanged against both the dollar and the euro. 

Economic figures globally have been coming in ahead of consensus forecasts.  It is counter-

intuitive, therefore, for bond yields to return to previous lows and in many markets, offer 

negative real returns. 

The chart below shows the flow of money into bond funds in recent years, at the expense of 

equities.  We continue to be surprised by low (negative!) rates by which businesses are able 

to issue bonds, and the level of demand. 

The level of manipulation by Central Banks is a significant factor in driving down yields, as is 

the reduction in supply to investors. 

 

Graham Campbell David Keir 



Cumulative flows into bond and equity mutual funds 

 

Source: ICI, Bloomberg, Morgan Stanley 

 

The chart below dates from the 1920’s and shows the difference in yields between bonds and 

equities.  The yield premium on equities remains close to all-time highs.  Again, this appears 

anomalous when economic growth is improving and many company balance sheets are in 

good shape.  We suspect we will look back on this in later years as a clear bond ‘sell’ signal, 

reflecting the focus of some investors to match ‘duration ’liabilities, while completely ignoring 

the most important feature of any investment, which is value! 

 

MSCI Europe: Dividend yield – Bond yield 

 

Source: ICI, Bloomberg, Morgan Stanley 

 

Fund Dividend  

We target strong dividend growth over the long-term.  As we look through 2017, we believe 

that the underlying growth in our companies and the weakness of Sterling should result in 

further dividend progression. 



 

 

Performance Review 

 

During Q4, TB SGIG delivered a return of +5.8%, which was ahead of the Global Equity 

Income Sector Average of +4.9%.   

The fund is ranked first decile within the Global Equity income sector over one year to 31 

March 2017.  On a longer-term basis, the fund is ranked top quartile over five years and since 

launch and has now delivered a return of +100% since inception versus the sector average of 

+79%.   

 
Cumulative Performance after all ongoing charges to last valuation point in December 2016 
 

 1 month 6 months 1 year 3 years 5 years Since launch* 

TB SGIG B Acc  +2.1% +16.6% +37.3% +42.4% +93.7% +100.1% 

Sector Average +1.6% +10.7% +25.2% +38.7% +76.8%   +79.0% 

Quartile Ranking 1 1 1 3 1 1 
 

Source: Financial Express; *launch date 07 June 2011  Sector: IA Sector (Global Equity Income) 

 

 

Positive Contributors 
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The fund benefitted from a number of our companies reporting strong Q4 2016 results and a 

positive outlook for 2017. 

 

Apple (+22%) was the biggest positive contributor to performance in the quarter after 

reporting that iPhone sales had returned to positive territory and gross margins were stable.  

The next catalyst for the stock is the launch of the iPhone 8 in autumn this year.  We expect 

that the combination of a step change in phone functionality, and an ageing installed base, 

should drive a material increase in iPhone sales. 

 

Ashmore (+24%) shares rebounded strongly after the company reported better than 

expected numbers and reassured investors that they should return to net inflows over the 

next couple of quarters. 

 

Luxury share had a very strong quarter as demand from Chinese consumers continued to 

recover.  LVMH (+13%) and Hugo Boss (+18%) were both standout performers. 

 

Defensive shares also performed strongly post Kraft Heinz’s aborted bid for Unilever.  

Despite having very limited exposure to this part of the market on valuation grounds, the 

fund benefitted from its holdings in Asahi Group (+18%), Imperial Brands (+9%) and 

Diageo (+9%).  Asahi Group shares were particularly strong in the quarter after the 

Japanese Government announced plans to unify tax rates for different beer categories which 

should lead to a reduction in price competition amongst domestic brewers. 

 

Pharmaceutical shares began to recover after a disappointing 2016.  Our holdings in 

AstraZeneca (+12%), J&J (+7%), Merck (+6%), Pfizer (+4%) and Roche (+11%) all had a 

good quarter.  Roche, which is the fund’s largest holding, performed strongly after releasing 

Phase III data on Perjeta.  The APHINITY Study showed us this treatment helped people 

with an aggressive type of early breast cancer live longer without the disease returning, 

compared to current drugs on the market today.  We expect this drug to make a material 

contribution to Roche’s sales and profits over coming years. 

 

High quality global cyclicals continued to outperform.  Our holdings in Covestro (+9%), DBS 

(+14%), Dow Chemicals (+10%), GKN (+11%), ProSieben (+12%) and Saint Gobain 

(+8%) all continued to help drive fund performance.  

 

Negative Contributors 
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Given the strength of markets this quarter, there were very few holdings which contributed 

negatively to the fund performance. 

 

The fund was impacted from the fall in the oil price through its exposure to both BP (-9%) 

and Chevron (-10%).  We continue to believe that the dividends on both companies are 

sustainable and find the respective 7% and 4% dividend yields attractive. 

 

Anta Sports (-7%), a new addition to the portfolio in January (see below) surprised the 

market with a 7% placing, despite have significant amounts of net cash on the Balance 

Sheet.  We understand the issuance is related to Anta Sport wanting to acquire overseas 

brands (as they previously did with FILA) and that there are restrictions on its cash holdings 

which are currently held in China.  We view Anta Sports as a beneficiary of the increasing 

wealth of China’s rural population and continue to build our position. 

 

 

Portfolio Activity 

 

The fund has 45 investments which are spread across the globe with an average market 

capitalisation of £94.7bn.  As at 31 March 2017, the breakdown of the portfolio by sales was 

35% US, 35% Emerging Markets (incl. Asia ex-Japan), 22% Europe, 4% UK and 4% Japan. 

 

 
 

During the course of the quarter we bought Anta Sports, Intel, Johnson Matthey and 

Schneider Electric.   

 

Anta Sports is China’s largest domestic sportswear manufacturer and distributor (in terms of 

sales).  It ranked third among the global and local sportswear companies in China, after Nike 

(14.4% mkt. share) and Adidas (13.8% market share) with a market share of 9.6% up from 

4.5% in 2004. 

 

We believe that Anta Sports will be a beneficiary of several structural growth drivers for the 

sportswear market in China.  Firstly, the Chinese government is actively supporting sports - in 

2014 the State Council set a list of key targets to be achieved by 2025.  Secondly, there is a 

clear trend towards healthier living and regular exercise in China - 34% of the population did 

sports and exercised regularly in 2014 compared to 28% in 2007.  Thirdly, compared to its 

international peers, it has a much higher skew towards tier 2 and tier 3 cities, where the growth 
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rates are expected to be higher than in tier 1 cities.  Part of the reason is the government’s 

drive to close the income gap between rich and poor.  ANTA is in a different price league to 

the international competition, which makes it the go-to brand for low and middle income 

consumers.  

  

Anta has net cash on the Balance Sheet and has a strategy of buying foreign brand licenses 

for distribution in China.  This adds another leg to the already strong growth profile.  We believe 

that Anta’s shares are cheap – trading on 10.7x Y5 and yielding over 3%.   

 

Intel ticks most of the boxes that we look for in SGIG.  It is a global leader in the design and 

manufacture of semiconductor chips, with incredibly high market shares across its products.  

It enjoys strong and sustainable margins with Gross Margins above 60% and operating 

margins just below 30%.  In addition, the business is incredibly well invested – Intel spends 

approx. $12bn in R&D and $10bn cap-exp. per annum.  The Balance sheet is strong, currently 

running at 0.5X net debt/EBITDA (despite a recent $18bn acquisition).  The valuation is cheap 

– trading on 13X 2017 PER and 11.7X Year 5 PER and the 3% yield is attractive. 

 

The PC market, which still makes up 60% of revenue and 50% of profits of the business, is in 

decline so Intel is trying to evolve from a PC company to one that powers the infrastructure for 

an “increasingly smart and connected world”.  The data centre (powering the cloud servers of 

Amazon and Microsoft), Internet of Things (autonomous cars) and Memory businesses are 

the primary growth engines for Intel.  We took advantage of recent share price weakness to 

initiate a position for the fund. 

   

Around 70% of Johnson Matthey’s business revolves around platinum for catalysts and 

emission control.  The products either increase energy efficiency, use resources more 

efficiently or remove harmful impurities from gas, allowing businesses to meet emission 

targets.  Management has a long-term focus, while measuring success in a consistent and 

reasonable manner: focussing on Return on Sales and Return on Capital.  The Balance Sheet 

is also sensibly managed and there have been regular special dividends to shareholders.  The 

business is built on adding value to customers, through collaboration and technical leadership.  

It typically holds no. 1 or no. 2 positions in key markets.  The shares have performed very 

poorly recently over concerns regarding auto/combustion demand uncertainty, particularly 

with diesel cars.  The business is more diverse and the regulatory requirement will still require 

lower emissions to be delivered.  The New Businesses are risky, but volume is rising and the 

transfer from loss to profit will assist the re-rating.  We believe that Johnson Matthey is a high-

quality, global business which merits a place in SGIG. 

 

Schneider Electric serves customers in four principal markets: Non-residential & Residential 

Buildings; Utilities and Infrastructures; Industries and Machine Manufacturers; Data Centres 

and Networks.  There has been minimum progress in earnings over the past 9 years.  The 

investment case depends on a pick-up in capex, driven by the need for automation and power 

efficiency.  Management has focussed on margin improvement and has tried to enhance the 

product mix to boost returns, even at the expense of revenues.  Management estimate that 

nearly 80% of their revenue is derived from sales in businesses where Schneider Electric 

enjoy a number one or two market position.  The shares, which trade on 17X current year 

earnings and yield 3.4%, are cheaper than ABB and Siemens, with a product range in less 

capital-intensive (less exposure to Power Generation and Transmission) but more energy 



efficiency areas.  Schneider Electric shares have materially underperformed its global peers 

recently.  We view the recent weakness as surprising, although it has provided an entry point 

for the fund. 

 

We sold Wärtsilä (+55% total return since purchase in October 2015) during the quarter, on 

valuation grounds.   

 

Wärtsilä, which is a leading supplier of gas/diesel reciprocating engines for the power and ship 

market, has solid positions in global growth industries.  However, the shares have performed 

incredibly strongly and, despite there being much to like about the business, this has been 

fully reflected in the price. 

 

 

Portfolio Strategy & Themes 

 

Our objective is to deliver growth in capital and dividends over the long-term from a diversified 

portfolio of global leading companies.  We take a long-term investment horizon with holdings 

in companies such as Deutsche Post, Diageo, Johnson & Johnson, HSBC, Microsoft and 

Novartis held since launch in 2011. 

 

We remain optimistic that global growth will persist, and actually strengthen, from current 

levels.  Indeed, lead indicators and economic activity across all geographies have continued 

to be robust.     

 

 

Global economic indicators 

 

 

 
Source: Datastream, Morgan Stanley 

 

In certain cases, they are making record highs.  As the chart below demonstrates, the global 

macro surprise index is at a 7-year high.   
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Global macro surprises 

 

 
Source: Datastream, Morgan Stanley 

 

Despite the elevated market levels, we still believe there are plenty of opportunities for 

investors who are prepared to take a contrarian and value-orientated approach.  Our research 

continues to identify some outstanding opportunities in more economically-cyclical 

businesses.  Although these cyclicals have done well in the short-term, the chart below 

highlights their significant long-term underperformance.  We, therefore, expect this 

outperformance to continue.  

 

 

European Cyclicals vs Defensives Price Performance 

 

 
Source: Datastream, Morgan Stanley 

 

 

It is noticeable that some share prices of our global businesses listed in Europe are 

underperforming their global peers.  This appears to be over concerns on the forthcoming 

French election.  We are indifferent to domicile and continue to find significant value in global 

businesses which happen to be listed in Europe.   
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Europe vs USA Price Performance 

 

 
Source: Datastream, Morgan Stanley 

 

As a reminder, all our companies have strong Balance Sheets and attractive starting dividend 

yields.  We try to take advantage of the extreme movements in share prices continually to 

enhance returns for the long-term.  We have very high conviction in our portfolio of 45 holdings, 

which is at the bottom end of our 40-60 range. 

 

 

The chart below highlights the broad sector spread within the portfolio.  

  

 
 

Healthcare is cheap on an absolute level and, as the chart below highlights, is significantly 

cheaper than consumer staples.  We continue to be attracted to the sector given the long-term 

growth drivers of ageing populations in the West and increasing wealth in emerging markets.   

 

 

 

 

 

 



FWD PE Healthcare vs Staples 

 

 
Source: FactSet 

 

There is still significant value in Financials where, despite the recent rally in share prices, 

valuations remain low.  We have been able to invest in global-leading franchises which have 

strong Tier 1 Capital ratios, cheap valuations and high dividend yields despite our concerns 

about the Balance Sheets of some Eurozone banks, particularly in France and Italy, which we 

avoid. 

 

 

Eurozone Banks 12 months FWD PE   

 

 
Source: IBES 

 

Clearly a pick-up in economic growth, rising bond yields and a reduction in regulation (as 

promised by President Trump) will be very helpful for a sector which has underperformed the 

wider market for many years.  

 

 

 

 

 

 

 



MSCI World Financials relative performance 

 

 
Source: Bloomberg, Datastream, Deutsche Bank  

 

Our exposure to the Technology sector over the last 18 months has significantly increased, 

introducing names such as Apple, Cisco, IBM and Intel to the portfolio.  This is in addition to 

our long-standing positions in both Amadeus IT and Microsoft.  Our new additions all have 

very low valuations and attractive dividend yields.   

 

We believe these businesses have been overlooked by investors because they have legacy 

businesses which still make up significant proportions of the group profits and which are either 

not growing, or are in long-term decline.  On closer inspection, however, it becomes apparent 

that these “old tech” businesses are slowly transforming themselves and, in time, will benefit 

from the growth in connected devices, connections, data analytics and e-commerce.  In 

addition, they all have incredibly strong balance sheets with significant amounts of gross cash 

(most of it held offshore).  If President Trump allows the repatriation of this cash, we would 

expect to see enhanced shareholder returns either through incremental investment in the 

businesses or returns of capital. 

 

We only have Asahi Group, Diageo and Imperial Brands in Consumer Staples as this is an 

area of the market which we still find to be extremely expensive.   

 

 

Europe Food & Beverage relative vs US 10y bond yields 

 

 
Source: Datastream 

 



We hope to be able to buy a selection of these high-quality companies back at some point in 

the future, nevertheless, we think that the de-rating of this over-owned and expensive sector 

has a long-way to run. 

 

Staples Price/Book relative 

 

 
Source: Datastream 

 

 

 Investment Approach 

 

TB Saracen Global Income & Growth Fund aims to provide a long-term return from investing 

in a portfolio of low risk, highly liquid global equity securities.  There is an explicit recognition 

that income is an important factor for many investors and a significant contributor to long-term 

investment returns. 

 

We have a focussed portfolio of 40-60 quoted global companies, a high conviction fund with 

a significant active share, which is currently 90%.  There is no formal benchmark for the fund, 

although we do report performance against the FTSE All-World (Sterling) and the Global 

Equity Income Sector.  

 

We aim to invest in global-leading businesses which are able to sustainably grow their top-

lines, their profits and then, ultimately, their dividends.  We are attracted to businesses which 

have high and sustainable margin profiles, create value by generating a return on investment 

above the weighted average cost of capital, are cheap, have a strong Balance Sheet and an 

attractive starting dividend yield.  We also like to see Directors owning shares in the business 

and being remunerated on Total Shareholder returns as opposed to an earnings-per-share 

measure, which can be easily manipulated. 

 

Our Wish List for Companies  

 

➢ Global Leading Businesses 

➢ Long-term revenue growth potential 

➢ Positive return on equity spread 

➢ Sustainable margins 

➢ Strong Balance Sheet 

➢ Attractive valuation and starting dividend yield in excess of 2% 

➢ Alignment of interest with directors 

 



We have a long-term approach and the turnover in the fund has, on average, been less than 

20% per annum since the fund was launched. 

 

Outlook  

 

At times of stress, a robust investment process provides a vital support to a fund manager.  A 

year ago, when markets were in turmoil, we used the opportunity to buy positions in 

businesses that we have watched for years (Apple, Harley Davidson, LVMH, JP Morgan), but 

until then could not find a suitable entry point.   We have also been steadily investing in more 

cyclical businesses for the past 18 months as our confidence increased that global economic 

growth would persist and slowly strengthen.  Estimating operational gearing at economic 

turning points is notoriously difficult.  We try our best and often look at previous points in history 

for guidance, as well as near-term actions on operational factors.  However, our process 

ensures that we are not deflected by thematics over valuation.  Some of these investments in 

more cyclical businesses have performed very strongly and on our forecasts, are already 

discounting a robust recovery in fortunes.  As a result, we have sold positions in Caterpillar, 

Emerson and Wartsila.   

 

We continue to find value in more economically sensitive businesses which are often domiciled 

in Europe. 

 

Our portfolio contains 45 high conviction holdings across a variety of sectors, which we believe 

offer attractive returns both in capital and income.  The Fund has delivered strong returns 

since launch and, as ever, investors’ interests remain aligned with our own, given our 

significant investment in the Fund.   

 
Graham Campbell      
David Keir       
   

For further information on TB Saracen Global Income and Growth Fund please 

contact either Graham (graham@saracenfundmanagers.com) or David 

(david@saracenfundmangers.com) via email or by telephoning 0131 202 9100 
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Important information:  
This information should not be construed as an invitation, offer or recommendation to buy or sell investments, shares or securities or to form 
the basis of a contract to be relied on in any way and is by way of information only. The historic yield reflects distribution payments declared 
by the fund over the previous year as a percentage of its share price. Taxation levels, benefits and reliefs may all vary depending on individual 
circumstances and are subject to change. Subscriptions will only be received and shares issued on the basis of the current Prospectus, Key 
Investor Information Document (KIID) and Supplementary Information Document (SID). These are available, in English, together with 
information on how to buy and sell shares, on-line at www.saracenfundmanagers.com. Issued by Saracen Fund Managers Ltd, 19 Rutland 
Square, Edinburgh, EH1 2BB, authorised and regulated by the Financial Conduct Authority. Registered in Scotland No. 180545. 
 
Risk factors you should consider before investing: 
Past performance is not a guide to future performance.  The value of investments and the income from them may go down as well as up and 
you may get back less than the amount invested. A full list of the risks applicable to this Fund can be found in the Prospectus. All fund 
performance figures calculated on a single price basis. 
 
This Factsheet is for professional Investors only. 
 
Investment Manager - Saracen Fund Managers Ltd, 19 Rutland Square, Edinburgh, EH1 2BB Tel: 0131 202 9100/ Fax: 0131 221 1895 
 
ACD & Fund Administrator – T Bailey Fund Services Limited (TBFS), 64 St James’s Street, Nottingham, NG1 6FJ Tel: 0115 988 8274  
  
Custodian – The Northern Trust Company, 50 Bank Street, Canary Wharf, London, E14 5NT 
 
Depositary – NatWest Bank PLC, 135 Bishopsgate, London, EC2M 3UR 
 
Regulatory Status: 
FCA Recognised: Yes 
Scheme Type: OEIC            
 
Issue date - 31March 2017 

http://www.saracenfundmanagers.com/

