
 

 

 

 

 
 

            
 
     

      

 
 
 

 
 
 
 
 

Fund Performance & Market Overview 
 

 TB SGIG Sector Avarge Quartile 

Q4 2017 +2.3% +3.7% 4 

2017 +10.6% +10.4% 2 

Source: Saracen Fund Managers as of 29 December 2017 

 
 

Background 
 
The markets ended 2017 on a strong note on the back of improving economic data and 

continued low interest rates.  We are in the foothills of Central Bank Monetary tightening.  The 

challenge will be to taper bond purchases without stalling growth.  This is a known risk and 

we are comfortable that the bias will remain supportive to economic growth, although it may 

increase volatility. We suspect that inflation risk is currently being unrealistically discounted, 

due to short-term explanatory factors.  The recovery in the oil price from a low of $45 Brent in 

June, to over $67 today and with tightening capacity utilisation, suggests that cost pressure 

may prove a concern later in the year. 

 

Quantitative Easing (QE) has undoubtedly resulted in asset price inflation.  While equities 

remain attractive when compared to bonds and credit, there is no doubt that valuations are 

stretched in some sectors.  Technology and bonds spring to mind! 

 

Forecasting turning points are notoriously difficult for analysts, who tend to underestimate 

operational leverage.  We expect the cyclical recovery in earnings to continue and there is 

scope for many shares to re-rate on higher earnings numbers. 
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Conversely, many ‘defensive ‘shares, which led the recovery in equity markets, continue to 

appear expensive for the growth they will deliver and will suffer from any deterioration in bond 

valuations. 

 

We continue to find value selectively in more cyclical industrial sectors (Oil & Gas, Resources, 

Industrials), Pharmaceuticals and Financials. 

 

 

Performance Review 
 

During Q4, TB SGIG delivered a return of +2.3%.  Performance in the quarter was impacted 

by the funds’ relative “underweight” positioning versus peers in the US market which rose by 

+5.7% and “overweight” position in Europe which was only marginally ahead by +0.4% (both 

numbers in sterling terms).  In addition, the fund had a couple of stock specific issues which 

impacted performance in the quarter. 

TB SGIG delivered a return of +10.6% for the 2017 calendar year which was ahead of the 

Global Equity Income peer group return of +10.4%. 

The fund is ranked second quarter over one, three, five years and since inception having 

delivered a return of +109% since launch versus the sector average of +88%.   

 

 1 month 6 months 1 year 3 years 5 years 
Since 

launch* 

TB SGIG B 
Acc  

1.8% +4.1% +10.6% +45.6% +88.1% +109.2% 

Sector 
Average 

1.4% +4.5% +10.4% +38.1% +77.4% +88.4% 

Quartile 
Ranking 

2 3 2 2 2 2 

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

 

 

Fund Dividend  

 

A final dividend of 1.4069p was declared on 31 December 2017 bringing the total dividend for 

the calendar year to 4.3942p.  This represents a 3% year-on-year increase.   

 

We target strong dividend growth over the long-term.  As we look forward to 2018, we believe 

that the underlying growth in our companies should result in further dividend growth. 

 

In local currency terms, our estimates for growth in dividends for the portfolio are as follows:  

 

 

 

 

 

 



2018 TB SGIG Forecast Dividend Growth 

 
 

 

Changes to Fund Charging Structure 

 

We received feedback from a number of clients regarding the dividend yield on TB SGIG and 

our charging structure.  

 

Whilst the forecast gross running yield on the fund for the next 12 months is 3.6%, the historic 

dividend yield is 2.6%.  The difference between the historic and forecast yield is clearly the 

timing of receipt of dividends from companies and paying them out to investors and our annual 

management charge (‘AMC’).   

 

Obviously, the lower yield is also a reflection on the underlying value of the capital and the 

rise in markets. 

 

When we launched the fund, we decided to split the AMC 50% against income and 50% 

against capital.  Following discussion with investors, we propose to reallocate the AMC entirely 

to capital.   

 

The change will boost income by between 40-50bps per annum which will bring the historic 

yield above 3%.  This will not alter the way that we run the fund. 

 

We expect this change to occur in Q1 2018. 

 

 

2018 Forecast Dividend Growth

44% of Portfolio
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30% of Portfolio  Diageo
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 BP  Invesco

 Chevron  Harley Davidson

 DBS  Hugo Boss

 General Electric*  Johnson and Johnson 16% of Portfolio

 GKN  Johnson Matthey

 Handelsbanken  Novo Nordisk  Amadeus IT
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 Merck  Pfizer  Deutsche Post DHL

 Mizuho Financial Group  Rio Tinto  DowDuPont  Allied Irish Bank

 Prosieben  Roche  Imperial Brands  Anta Sports
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Source - Saracen Research (figures are calculated in local currency)

* - dividend cut announced



Positive Contributors 

 

 
Source: Saracen Fund Managers 

 

We have written extensively about the value that our research has been finding in US “old” 

tech specifically in names such as Cisco, IBM and Intel.  It was pleasing to note that all three 

companies reported strong Q3 results with both Intel (+21%) and Cisco (+15%) upgrading 

their guidance for subsequent quarters.  In addition, Microsoft (+15%) also reported much 

better than expected results, driven by continued strong growth in their cloud business. 

 

Many of our financial holdings had a strong quarter.  DBS (+20%) rallied hard after writing off 

their Oil & Gas non-performing loan exposures which leaves the business well positioned for 

growth in 2018.  Ashmore (+19%) reported an 11% increase in Assets under management in 

the quarter which was well ahead of expectations.  JPM (+12%) performed strongly on the 

back of the proposed US tax reform.  We continue to run at our self-imposed 20% limit in the 

Financial sector. 

 

Negative Contributors 

 

 
Source: Saracen Fund Managers 

 

General Electric (-29%) shares fell after the new management team kitchen-sinked numbers 

and cut the dividend.  We wrote a lengthy blog with our latest thoughts on GE in November – 
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but to summarise, we believe that the risk reward from here is skewed to the upside.  It is 

disappointing that our initial assessment was too optimistic.  Nevertheless, we believe we have 

objectively re-assed the business and we continue to find value and we have added at lower 

levels.   

 

SES (-29%) shares were very weak in the quarter after the company downgraded guidance 

for the year and pushed out revenue growth from the new satellite program.   We continue to 

believe that SES can grow over the medium-term and that we are being paid to wait for this to 

happen. 

 

Merck (-13%) shares fell after the company announced an extension to the trial of its key 

Keytruda drug.  We believe that the market has over-reacted and we used the weakness to 

buy more. 

 

 

Portfolio Activity 
 

The fund has 44 investments which are spread across the globe with an average market 

capitalisation of £82.4bn.  As at 29 December 2017, the breakdown of the portfolio by sales 

was 36% US, 36% Emerging Markets (incl. Asia ex-Japan), 21% Europe, 4% UK and 3% 

Japan. 

 

 
Source: Saracen Fund Managers 

 

 

During the course of the quarter we made new investments in Heidelberg Cement and 

Schlumberger and sold Novartis. 

 

 

Purchases 

 

Heidelberg Cement ticks all of the boxes we look for in SGIG.  It is a global leading producer 

of building materials, operating in 60 countries world-wide.  It ranks number 1, 2 and 3 globally 

in its core aggregates, cement, and ready-mixed concrete business lines.  Heidelberg Cement 

has long-term revenue growth prospects from an uplift in infrastructure spending in the US, 

recovery in Europe and structural growth in Emerging Markets (the business is equally split 

between the US, Europe, and the Rest of the World).  The business has strong and sustainable 

margin profile – the EBITDA margin is currently 20%.  
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Most importantly, the shares currently trade on a very attractive valuation. 

 

In addition, annual Interest payments are expected to reduce by around €200m in the next 

three years which equates to more than 10% of group operating profit.  As the chart below 

highlights, very expensive debt will mature between 2017 and 2020 and we expect this will be 

replaced by significantly lower coupon debt.   We observe that Heidelberg has been 

refinancing its debt at between 1.5% to 2.5%. 

 

Heidelberg Cement Debt Maturity Profile as per 30 June 2017 (mEUR) 

 
Source: Heidelberg Cement 

 

We therefore forecast compound annual earnings growth of 11% over the 5-year forecast 

period.  The key attraction for us is the dividend.  Whilst the shares are only yielding 2.4% 

today – Heidelberg intends to pursue a progressive dividend policy over the next few years. 

The pay-out ratio is targeted to increase to 40%–45% by 2019 from a 30% pay-out ratio in 

2016.  This should lead to 18.5% dividend growth over the 5-year forecast period. 

 

Schlumberger is the leading provider of technology for reservoir characterisation, drilling 

(bits, fluids, tools) production and processing to the oil & gas industry.  It operates in more 

than 85 countries, is active on over 3,000 drilling rigs and employees more than 100,000.  It 

has always been regarded as a high quality, technological leader.  Schlumberger invests over 

$1bn pa in R&D (more than the combined investments of the three closest competitors) and 

has a strong position in unconventional reservoir extraction.  The steep decline in capex by 

the oil companies is unprecedented and unsustainable.   

 

Over many years we have watched Schlumberger and met former managers who have been 

promoted to senior positions in other quoted companies.  The shares were never cheap 

enough and the yield was too low.  The shares have declined by almost 50% from their peak 

and while the short-term earnings multiples are high, we expect a rapid recovery in earnings 

over the next 5 years. 
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Schlumberger depends on activity from its customers and many have been squeezed by a 

sharp reduction in cash flow from weak oil and gas prices.  Industry statistics indicate that 

inventories are now broadly in balance and the oil price has recovered to over $60 Brent.  

Nevertheless, many in the sector intend to keep a tight lid on capex in the short-term.   

 

In response, the downturn has accelerated the consolidation of the oil service companies.  It 

will give them greater bargaining power when the upturn arrives.  It has also driven closer 

technological co-operation between the service/technology providers and the E&P companies.  

In response, Schlumberger has shared some of the cost burden on customers by widening 

Production, Drilling and Service ventures. However, these contracts have significant upside 

performance elements.  The highest level of collaboration is in Schlumberger Production 

Management (SPM), where the company takes full responsibility for technology and 

performance.  Currently, SPM manages 11 projects and produces around 235.000 bpd. 

 

As ever, the biggest factor is timing!  While the global economic recovery appears sustainable 

and demand for oil and gas is expected to be positive, companies remain cautious about 

increasing capex to new programmes.  However, declines in production are inevitable without 

fresh drilling and investment: expenditure can be delayed but not avoided. 

 

Despite the collapse in activity, operating margins for the divisions are still above 10%, 

highlighting the quality of the business.  The dividend is not covered by earnings in the short-

term, but the balance sheet is robust with net debt (including pension liabilities)/EBITDA at 

only 1.8x and management is committed to the pay-out. 

 

Given our low confidence in being able to time share price bottoms and tops, we have initiated 

with a 1.5% position in TB SGIG and will top-up into any price weakness 

 
 
Sales 
  
We sold Novartis as part of a portfolio upgrade trade.  This is where we find a more attractive 

opportunity in either a new or existing holding.  

 

The initial purchase into TB SGIG was opportune and we have achieved a return of over 60% 

in share price terms (plus dividends and currency) on our initial investment. 

  

There are currently considerable strategic uncertainties facing Novartis at a time where 

underlying operating performance has been disappointing.  The valuation is firmly in Hold 

territory on our ‘clean’ numbers.  The ownership and investment in non-core assets such as a 

luxury hotel and winery, may not appear significant from a business the size of Novartis, which 

has revenues of around $49bn.  Nevertheless, it dents management credibility and our 

confidence that management is sufficiently aligned with all shareholders.  

 

When the incoming CEO manages to re-assess the strategy, all may become clear and our 

concerns will dissipate.  However, the team here invests with conviction and frankly, we don’t 

feel that conviction with Novartis at present.  We sold the shares and reinvested the proceeds 

into Merck, Pfizer and Roche.  

 



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 and Microsoft all 

held since the launch of the fund in 2011. 

 

We remain optimistic that global growth will persist and modestly strengthen.  Global indicators 

remain positive and unemployment is declining across most major markets.  The chart below 

highlights global consumer and business confidence, which is robust.  There are many other 

charts that support the view (such as PMI, employment, etc.) that global growth is modestly 

strengthening and will remain robust.  Consequently, we expect businesses that are more 

cyclical to benefit from this tailwind. 

 

Global Consumer and Business Confidence 

 
Source: Bloomberg 

 

Equity markets, fuelled by cheap money from Quantitative Easing and expectations of 

improving trading conditions have already discounted much of this improvement.  Every week 

we screen over 110,000 companies against our valuation criteria, in the hope of unearthing 

new ideas.  The list is becoming shorter as valuations become stretched.  The chart below 

compares the US 12-month forward price earnings ratio to the MSCI World Index.   

 

MSCI US 12m FWD PE relative to MSCI World 

 
Source: Datastream 
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One of the most significant trends has been the growth and valuations in the technology 

sector.  As can be seen in the charts below, the weighting of Technology in the Emerging 

Markets and of FANG (Facebook, Apple, Netflix, Google) in the S&P 500 rose to around 30%.  

Given the recent steepness of the relative, it remains a concern for market levels that some of 

these businesses are very expensive, with no yield support. 

 

Tech sector weight in MSCI EM FANG and Tech share of S&P 500 MCap 

     
 

The application of QE has distorted capital markets.  Interest rates have risen in the US and 

UK.  Central banks have openly discussed slowing bond purchases (Tapering) and with robust 

economic growth, we expect bond yields to increase.  Given previous correlations, we expect 

this to have important implications for leadership in the equity market. 

 

The following charts compare the relative performance of Value to Growth, against US bond 

yields and forecast sector correlation.  While we are persistently wary of broad-brush 

measures, such as ‘Value’, it is nevertheless clear that as a ‘style’ it has performed poorly in 

recent years and can be expected to improve if economic growth persisted and bond yields 

continued to rise.  From a valuation perspective, we have a large portion of the portfolio in 

Financials, Industrials and Resources, with low exposure to more expensive ‘Defensive’ 

businesses (see below). 

 

MSCI World Value vs. Growth and US bond yields 

 
Source: Bloomberg 
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While we are sceptical about the practical value of applying historical correlations, work from 

JP Morgan estimate the following relationships between bond yields and sectors:  

 

European sectors correlation to bond yields 

 
Source: JP Morgan 

 

Nevertheless, we continue to find value in more cyclical businesses, that are domiciled in 

Europe.  The chart below shows Cyclicals vs. Defensives on a 12-month forward PE basis.   

   

European Cyclicals vs. Defensives 12m FWD PE 

 
Source: Bloomberg 

 

One of the most difficult challenges for an analyst is to estimate the impact of turning points 

i.e. non-linear changes to revenue.  Typically, costs remain more ‘fixed’ than expected in a 

downturn, resulting in a sharp decline in earnings.  The same holds in an upturn!  These 

‘cyclical businesses’ are more exposed to the underlying economic environment.  If economic 
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growth persists as we expect, then operational leverage has the potential to surprise on the 

upside and this usually leads to a re-rating in more cyclical businesses, on a higher earnings 

number!    

 

We have previously commented that it is unusual for an equity market recovery to be led by 

‘defensive’ sectors; this is more likely to be a bond proxy factor.  Nevertheless, theses shares 

are expensive compared to historical valuations.  At the same time, the headwinds are 

increasing with slowing like-for-like sales while cost pressures are building.  Expensive shares, 

with deteriorating fundamentals usually lead to a de-rating! 

 

Staples PE relative Like for like growth is slowing 

Source: Bloomberg Source: Datastream 

 

There are two significant areas of risk that we attempt to manage: the risk when we attempt 

to value a particular business and the portfolio risk (style risk) on how we construct a portfolio.  

This is why we have hard limits on sectors, so that while, for example we find selective value 

in banks, we limit the weighting in the sector to 20% and we only buy banks with capital 

surpluses.  The global financial crises perfectly highlighted their correlation in a downturn! 

 

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

 

TB SGIG portfolio spread 

 
 Source: Saracen Fund Managers 
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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 and highly differentiated 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 Global Equity Income 

Sector.  

 

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

revenues, their profits and 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 and have a strong balance sheet.  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.  

However, the most important things that we look for in an investment are an attractive 

valuation and a starting yield in excess of 2%.   We don’t simply buy great businesses at any 

price - they must be demonstrably cheap!! 

 

 

Our Wish List for Companies 

 

 Global Leading Businesses 

 Long-term revenue growth potential 

 Positive return on equity spread 

 Sustainable margins 

 Strong balance sheet 

 Acceptable Worst Case (extent and likelihood) 

 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  
 

The New Year break usually combines both time and inclination to re-assess issues and to 

formulate plans to take the action we require to improve the year ahead. 

 

There are no shortage of market commentators/economists/strategists willing to provide 

‘insights’ into what the year ahead has in store for us.  Their record of success is usually poor 

and despite their brash confidence, frequently strays from forecasting into more speculative 

‘guessing’.   



We have stated on many occasions that we do not believe we have the ability to time markets, 

and remain sceptical of any who believe they can.  We strive to avoid guesswork and our 

forecasts are based on knowledge and experience of a business and the industry in which it 

operates.   The potential for loss is an important part of the investment process and the 

application of Worst-Case modelling assists in our assessment of risk and position sizing. 

 

Nevertheless, while we spend our days focussing on the valuation of businesses, we do not 

forget that forecasts are made against a global macro-economic environment.  We are not at 

all concerned about the precise accuracy of these forecasts, rather the direction of travel and 

potential for significant variations from expectations.   

 

We see 2018 as a continuation of 2017 in terms of sustainable global economic growth.  No 

doubt, we’ll see volatility increasing from very low levels.   

 

Many clients have highlighted concerns over increasing geopolitical risks.  These factors are 

always present in some form and while their nature and timing are often unforecastable, the 

associated risks are not symetrical.  Nevertheless, we aim to be fully invested at all times and 

trust that our consideration of Worst-Case estimates covers most reasonable adverse 

scenarios. 

 
We thank you for your continued support and wish you well for 2018. 

 
Graham Campbell      
David Keir  
Bettina Edmondston 
 

11th January 2018 

     
   

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

contact: 

 

Graham Campbell (graham@saracenfundmanagers.com) or  

David Keir (david@saracenfundmangers.com)  

0131 202 9100 

 
 

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. 
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