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Welcome to the January 2017 edition of Fundwatch. 

Investment Managers’ commentaries exclusive  
to Clients of Financial Discounts Direct

FUNDWATCH

FIRST CLASS FUNDS

Enclosed with Fundwatch is the latest First Class Funds update. The First Class Funds list is 
designed to help you find well-managed, proven funds that may satisfy the investment objectives 
you have set yourself.

We have gone through the process of collating research and information currently available, 
some of it readily accessible, some of it less so, and refining it in to a streamlined list of funds 
across a variety of sectors.

The list isn’t definitive, but it is independent. The strict criteria that we have developed are 
adhered to - if the fund does not meet those criteria then it doesn’t make the cut. Fund groups 
cannot pay to have their funds included. We are only interested in funds that make it on merit.

Think of the list as a starting point for identifying the funds that are right for your own 
circumstances.

You can find out more about the funds on the list by visiting our fund hub at  
www.financialdiscounts.com/fund-hub/first-class-funds/

It is now in its 20th year providing fund manager 
commentary exclusively for our clients - 
something we are very proud of.

As always, we have gone straight to the people 
who matter to get their views on the funds that 
you invest in and what impact recent events 
have had on your investments. Do also take a 
look at the video section of our newly updated 
website to see more comment from some of the 
biggest names in the fund management world.

As we welcome the new year it’s hard not to 
reflect on what was quite an extraordinary 2016.

Leicester City winning the Premier League was 
remarkable, as was Donald Trump’s triumph 
in the US Presidential elections, but at home 
everything was overshadowed by the seismic 
decision by the British people to leave the 
EU. (I am deliberately avoiding the use of the 
Bword!) The narrow margin of the vote serves to 
highlight some big divisions across Great Britain 
and has given the politicians some very difficult 
problems to solve.

One thing that has emerged though is the 
resilience of the UK stock market. The doom 
and gloom predicted by many following the 
referendum has not come to pass. At least 
not yet! Latest reports show the Britain had the 
fastest growing major economy in 2016 and 
stock markets have continued to boom. Whilst  
a good proportion of that growth has come as  
a result of the weakness of the pound it  
is still remarkable to see FTSE 100 reaching  
new highs.

There is no doubt, whichever side of the 
argument you sit on, that the logistics of 
extracting ourselves from the EU will be difficult, 
drawn-out and very costly. It is likely that the 
uncertainty that this will bring will have an 
impact on businesses and rising inflation will 
hit consumers in the pocket. So it would be 
prudent to expect some choppy waters ahead. 
Nevertheless, it is hard not to look forward to 
2017 without a degree of optimism.

 
ISA Changes

The 2017/18 tax year sees some significant 
changes to ISAs, with the increase of the annual 
allowance to £20,000 from 6th April and the 
introduction of the Lifetime ISA.

To help you maximise the benefits from these 
changes, we will be offering some cash back 
deals on ISA investment in what remains of the 
current tax year and in the early part of the tax 
year to come. We will be writing to clients in  
the next few weeks but keep an eye out for the 
latest offers. 

We will also be extending the cash back offer 
to transfers as well. The offer we made back in 
the autumn of 2016 was very popular and we 
look forward to making more payments to you 
this spring!

Regards

PAUL PENNY 
Managing Director
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Launched: 26/05/1995
Fund Size: £1,124m
Fund Manager  
Annual Charge: 0.63%

Current Yield: 5.6%
Underlying Yield: 5.3%
Distribution Frequency: 
Quarterly

FUND FACTS

“ We remain positive on the prospects for high-yield bonds, 
particularly in Europe.“

During a volatile period for bond markets, the fund 
performed well. Yields on US Treasuries have spiked sharply 
higher since the summer, propelling yields on government 
bonds higher worldwide. Although prices of investment-
grade bonds fell, our high-yield bonds held steady.  
The shift in yields helped financial bonds, which are among 
the biggest beneficiaries of higher yields towards the long 
end of the curve. It also helped the fund, which has a large 
weighting in financials. The fund’s relatively short duration 
(which is to say its comparative lack of sensitivity to the rise 
in bond yields) and its exposure to high-yield bonds also 
ensured that it generated good returns. 

Because our main objective is to create a high level of 
income for unitholders, we shy away from investing in long 
duration assets simply because their yields are so low. 
We remain positive on the prospects for high-yield bonds, 
particularly in Europe. The European approach to corporate 
financing tends to be quite conservative and the default rate 
looks set to remain very low. Our insurance holdings are 

one of the riskier areas of the portfolio. We believe the new 
Solvency II rules introduced in early 2016 year made the 
sector more attractive. Although they contain plenty of holes, 
they are helping to ensure the regulator and investors have 
universal criteria against which to assess insurers. 

We envisage 2017 will start as 2016 ended, with continued 
strong demand for cyclical names; and for high yield to be 
the best performing class of bonds. Familiar risks – both 
political and economic – will likely provoke periods of 
instability. This will give us the opportunity to buy bonds 
offering generous yields in areas that we believe can 
weather periods of uncertainty.

6 MONTHS TO 31/12/16: FUND 7.6 SECTOR 3.0ALEX RALPH 
Fund Manager

03 FUND TITLE:

ARTEMIS HIGH INCOME 

PETER SAACKE 
Fund Manager

The fund modestly outperformed the global market. Being 
overweight cyclicals versus defensives helped, as did our 
mid-cap bias. But our large overweight in emerging markets 
prevented a more pronounced level of outperformance. 
Standout performers included China State Construction 
Engineering (+71%), a collection of US regional banks such 
as Great Western Bancorp, Citizens Financial and Legacy 
Texas Financial (up by between 50% and 60%) and Russia’s 
Lukoil (up 54%). All of these returns were, of course, 
boosted by sterling’s weakness following the Brexit vote.

The fund trades on a significant valuation discount to the 
wider market. This results from its material overweights 
in European and emerging market equities (which are 
relatively cheap) and its offsetting underweight in North 
America (where price/earning multiples tend to be higher). 
But it is also skewed towards more lowly valued sectors 

such as autos, resources and banks. China’s Bank of 
Communications is a good example: its shares trade on a 
multiple of 5.6x forecast earnings for 2017, offer a 12% 
return on equity and produce a dividend yield of 5.4%. 

As ever, we are agnostic about the outlook for the global 
equity market in general. On the one hand we are 
encouraged by signs of a broadening global economic 
recovery; on the other we are concerned by the rise of 
populism and protectionist rhetoric. Rather than making 
sweeping statements about where the world is heading 
we prefer to focus on trying to pick the right stocks. Amid 
increasing signs of a globally synchronised economic 
recovery and firm commodity prices we have continued 
to increase our exposure towards cyclicals in general and 
resource stocks in particular.

6 MONTHS TO 31/12/16: FUND 17.7 SECTOR 14.8 

01 FUND TITLE:

ARTEMIS GLOBAL GROWTH

Launched: 29/06/1990
Fund Size: £610m

Fund Manager  
Annual Charge: 0.75%

FUND FACTS

JACOB DE TUSCH-LEC 
Fund Manager

“… it seems likely that banks and cyclical stocks will continue 
to perform well” 

The fund has outperformed global markets since the 
summer. After a choppy first half of 2016, in which  
the threat of deflation was never far away, it began 
outperforming its peers and benchmark when US Treasury 
yields started climbing. As bond yields have risen and 
inflation expectations have begun to increase, the market 
has grown slightly less hostile to ‘value’ as an investment 
style. Our portfolio, full of stocks trading on a significantly 
lower price-to-earnings (p/e) multiples than the market – 
and offering a higher dividend yield – has a clear bias  
to value. 

We have added to holdings that are clear beneficiaries of 
stronger growth, increased consumer spending and higher 
interest rates, such as General Motors, Citigroup, BNP 
Paribas, Synchrony Financial and Western Digital. The 
fund’s 10 largest holdings are dominated by cyclical stocks 
(BHP Billiton, General Motors, Western Digital) and 
financials (Storebrand, Moneta Money Bank, Zions 

Bancorp). We have also been adding to the fund’s holdings 
in Japan, adding to Mitsubishi UFJ, the bank, and buying 
Itochu, a trading house. The stronger dollar is good for 
Japan’s large export sector, as are stronger growth in the 
global economy and higher oil prices. We retain a 
longstanding overweight in Europe, where sources of yield 
are cheaper – and these holdings are starting to perform as 
liquidity chases undervalued assets.

Inflation is stronger than it has been for half a decade and 
commodity prices are rising. This is unambiguously positive 
news for the global economy and for our fund’s reflationary 
bias. Things won’t stay in this sweet spot for ever: there will 
be recession at some point and probably a slowdown 
beforehand. For now, however, while we are wary of 
complacency, it seems likely that banks and cyclical stocks 
will continue to perform well. We remain overweight in these 
areas of the market and underweight in consumer staples 
and bond proxies.

6 MONTHS TO 31/12/16: FUND 19.8 SECTOR 13.9 

02 FUND TITLE:

ARTEMIS GLOBAL INCOME Launched: 19/07/2010
Fund Size: £3,204m
Fund Manager  
Annual Charge: 0.75%

Current Yield: 2.9%
Distribution Frequency:  
Half yearly

FUND FACTS

Past performance is not a guide to future returns

“… we are encouraged by signs of a broadening global 
economic recovery” 
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The fund is positioned with the aim of taking advantage 
of innovative new products coming to the market, so a 
significant portion of the portfolio is invested in smaller, 
more agile biotech companies. At the same time, we are 
avoiding manufacturers of generic, “me-too” type drugs. 
Presently we are overweight European companies chiefly 
because, while the majority of biotech companies are 
US-domiciled, our London base allows us to uncover 
lesser-known firms in the UK and Europe. The lower profile 
of these corporations means that we can often invest in 
innovation with transformative potential at more attractive 
valuations than their US peers. 

The fund delivered a robust performance over the past  
12 months. The concerns surrounding potential drug price 
legislation in the US ensured a volatile biotechnology 
market throughout 2016 and we are biased towards smaller 
companies whose shares typically suffer greater declines 
relative to larger companies during periods of uncertainty. 
However, on the plus side, mergers and acquisitions 
contributed positively to the Fund’s performance as bids 

were made for a number of our holdings including Actelion 
and Tobira. Similarly, clinical trial successes for Ionis 
Pharmaceuticals and Achaogen not only helped to drive 
their valuations higher, boosting the Fund’s performance, 
but also brought innovative new treatments another step 
closer to transforming patients’ lives. 

US based large biotech companies are on average 
cheaper to buy than the broader US large pharmaceutical 
companies sector, based on the ratio of a company’s 
stock price to the company’s earnings per share (price-to-
earnings). This is despite the fact that we expect US based 
large biotech company earnings to grow faster than their 
pharmaceutical company peers over the coming three 
years. This convinces us that the biotech sector remains 
undervalued and has the potential for significant stock price 
appreciation. But concerns about the long term sustainability 
of US healthcare spending will continue to dominate 
investor sentiment, certainly until we get more clarity on the 
new US government’s plans to reform legislation governing 
the world’s largest healthcare market. 

6 MONTHS TO 31/12/16: FUND 16.2 SECTOR 9.4LINDEN THOMSON 
Fund Manager

Launched: 26/11/2001
Fund Size: £533m

Fund Manager  
Annual Charge: 0.75%

FUND FACTS

04 FUND TITLE:

AXA FRAMLINGTON BIOTECH 
“… the biotech sector remains undervalued and has the potential 

for significant stock price appreciation” 

The fund underperformed the FTSE All Share over the last  
six months of 2016, as other investors anticipated a period 
of higher inflation, rising interest rates and a sustained 
upswing in commodity prices. This anticipation has 
encouraged a rally in the “value” and “cyclical” sectors of 
the UK stock market to which we have little or no exposure 
and never have had. Detractors to our performance 
included Heineken and Unilever. After their declines these 
so-called defensives now seem more attractive to us than 
ever. Both are delivering growing dividends at a rate way 
ahead of inflation. And they are doing so from starting 
dividend yields also well ahead of inflation. If this continues, 
these companies will continue to be fine investments. 

The Fund is invested in a collection of what we analyse 
to be exceptional companies, by both UK and global 
standards. Key ideas include owners of global consumer 
brands, such as Burberry, Diageo, Heineken and Unilever. 
Also, companies which own or create media content 
or software that will proliferate on new digital devices 

– for example, Pearson’s educational services or Daily 
Mail’s phenomenal MailOnline. Finally, we own several 
outstanding businesses whose prospects depend on the 
progress of financial markets, such as the London Stock 
Exchange, Schroders and Hargreaves Lansdown. 

Lindsell Train Limited employs a particularly strategic 
approach in investing client capital, taking positions in a 
range of companies that we believe are likely to prosper 
over the long term. We don’t invest looking for short term 
gain, and have no particular wisdom or insight on where 
markets might be headed over the coming months but we 
are optimistic about the long term prospects for the global 
economy, and it positively benefitting the UK stock market. 
In particular, Technology and Emerging Markets remain two 
global themes with the power to create lasting wealth for 
investors. Within the UK stock market, we are invested in a 
range of advantaged companies that stand to benefit from 
growing demand from emerging market consumers  
for everyday products.

6 MONTHS TO 31/12/16: FUND 8.9 SECTOR 14.2 NICK TRAIN 
Fund Manager

Launched: 10/07/2006
Fund Size: £3,136m

Fund Manager  
Annual Charge: 0.65%

FUND FACTS

05 FUND TITLE:

CF LINDSELL TRAIN UK EQUITY
“… we are optimistic about the long term prospects for 

the global economy” 

DISCRETE ANNUAL % GROWTH

IA Sector: 
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Fund: 
CF Lindsell Train UK 
Equity Acc 

Past performance is not a guide to future returns
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The second half of the year continued to be challenging 
and the fund under-performed its sector over the period. 
Our tobacco stocks, Imperial Brands and British American 
Tobacco, both proved vulnerable to the market’s current 
distaste for ‘bond proxies’ as bond yields headed higher. 
We remain convinced, however, that tobacco stocks are 
extremely well-placed to deliver attractive long-term returns 
to investors and recently added to both positions. Sentiment 
also moved against larger pharmaceuticals, contrary to 
company newsflow and results. We took advantage of 
unjustified share price weakness to add to our position in 
AstraZeneca. Reaction to the US election result has focused 
attention on ‘reflationary’ sectors such as construction, 
though we believe the structural issues, such as ageing 
demographics, weak productivity and excessive debt will 
continue to exert as much of a profound deflationary impact 
on the US economy as they will on the UK economy and 
other developed economies around the world.

We remain concerned about the prospect of a prolonged 
period of slower growth from the global economy so we 
continue to favour businesses that can deliver sustainable 
growth through these difficult and uncertain times. Sterling 
weakness has been a dominant feature over the period but, 
on a three to five year view, we believe that this weakness 
has gone far enough, so hedges were introduced against all 
remaining foreign currency exposures.

In terms of outlook, we continue to believe that the portfolio 
is appropriately positioned for the current environment, 
based on what we expect to unfold in the years ahead. 
This has, however, been a challenging year for the fund’s 
performance. We adopt a fundamental long-term approach 
to investment and believe that, in order to create long-term 
value, sometimes we have to endure periods of shorter-term 
underperformance. Although this can be uncomfortable for 
investors, we are extremely confident that the fund is well-
placed to deliver very attractive returns over the next three 
to five years.

6 MONTHS TO 31/12/16: FUND 8.0 SECTOR 11.8 NEIL WOODFORD 
Fund Manager

Launched: 02/06/2014
Fund Size: £9,641m
Fund Manager  
Annual Charge: 0.75%

Current Yield: 3.3%
Distribution Frequency:  
Quarterly

FUND FACTS
06 FUND TITLE:

CF WOODFORD EQUITY INCOME
“… we continue to believe that the portfolio is appropriately 

positioned for the current environment” 

DISCRETE ANNUAL % GROWTH
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Launched: 01/11/2010
Fund Size: £9,323m

Fund Manager  
Annual Charge: 0.90%

FUND FACTS

The Fundsmith Equity Fund continued to make solid progress 
during the second half of 2016 despite the continued 
turbulent financial and macroeconomic background. Within 
this period, we experienced what stock market commentators 
often describe as a sector “rotation” in which the sectors in 
which we are invested mostly fell out of favour and share 
prices of those companies underperformed, whilst other 
sectors which we do not own performed well, and in 
particular the bank sector. This rotation seems to have 
occurred as a result of expectations about a pick-up in 
economic growth which focused attention on a potential 
recovery in the performance of cyclical stocks. This became 
more intense after the election of Donald Trump as US 
President in early November as a result of predictions that 
his economic policies would stimulate more rapid growth  
in the US economy. We have no way of knowing whether 
this “rotation” will continue but then again neither do any  
of the analysts or commentators who are involved in  
opining on the matter.

The portfolio has remained broadly unchanged with only 
one new company being purchased during this period.  
The Fund therefore is now invested in 29 quality and 
resilient global companies. The Fund’s performance during 
the second half of 2016 was driven primarily by our 
positions in IDEXX Laboratories, Stryker, CR Bard, Johnson & 
Johnson and InterContinental Hotels. The continued decline 
in the value of the pound also proved to be beneficial to 
the performance of the Fund as it increased the value of our 
overseas holdings (c. 80% of the Fund).

Our views on the prospects of the Fund remain the same 
as ever, namely that namely that holding shares in major, 
conservatively financed companies which make their profits 
from a large number of small, every day, predictable events, 
is a safe place to be if you have the patience, fortitude and 
liquidity to ride out the inevitable share price volatility which 
occurs from time to time.

6 MONTHS TO 31/12/16: FUND 10.2 SECTOR 14.8 TERRY SMITH  
Fund Manager

07 FUND TITLE:

FUNDSMITH EQUITY
“ The continued decline in the value of the pound also 
proved to be beneficial to performance” 

DISCRETE ANNUAL % GROWTH

Fund: 
Fundsmith Equity I Acc 
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In direct contrast to some of the more hysterical media 
predictions that followed the Brexit vote, European equity 
markets made progress in the second half of 2016. As with 
US equities, such progress came despite lacklustre earnings 
and persistent political noise, with the depreciation of 
sterling a significant benefit for sterling-based investors. 

Whilst not wishing to be labelled by any particular style, 
since September 2015 we have gradually tilted our strategy 
back to what people might call “value”. We began with a 
tactical move into oil stocks in the third quarter of 2015. 
More recently, we significantly increased our exposure to 
European banks in the fourth quarter of 2016. History 
shows that investing in the sector would have been a 
spectacularly wrong call since 2008, but a combination 
of vastly improved capital ratios and a turning point in 
interest rate expectations have made the industry once again 
investable. This proved to be a timely move with European 
financials, specifically banks, the best-performing part  

of the market overall during the second half of 2016.  
Less positively, exposure to healthcare detracted. The sector 
continues to disappoint and we made the decision to 
retrench into those companies discovering and launching 
drugs which meet unmet clinical needs as this will secure 
their patents, their pricing and their future. We now only 
have a modest overweight to the sector.

If we are right that the baton has been passed from “growth” 
to “value”, it is worth considering just how extended the move 
into bonds and their equity proxies (“quality”, low-volatility 
stocks) has been in recent years. The risk to our view is a 
relapse in bond yields, yet we find it difficult to envisage  
why this should happen. We are all the more encouraged 
that European equities are once again an ‘out of favour’ 
asset class.

6 MONTHS TO 31/12/16: FUND 13.0 SECTOR 14.6 

08 FUND TITLE:

HENDERSON EUROPEAN  
SELECTED OPPORTUNITIES

JOHN BENNETT 
Fund Manager

“… we significantly increased our exposure to European banks ” Launched: 01/09/1984
Fund Size: £2,147m

Fund Manager  
Ongoing Charge: 0.75%

FUND FACTS

 
DISCRETE ANNUAL % GROWTH
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The Fund outperformed the sector over the period. 
Detractors from performance were primarily from the long 
end US Investment Grade book as names such as AT&T, 
Comcast and Altria gave back much of their significant 
price gains enjoyed at the start of 2016. On the other 
hand, Brexit and the election of Donald Trump provided 
ample investment opportunities in their aftermath; sterling 
high yield bonds performed particularly strongly through 
the summer and successful trading in interest rate futures 
around these events added approximately 0.35 percentage 
points to performance.

The Fund approximately halved its US Investment Grade 
exposure during the final quarter of the year as markets 
embraced the reflationist (pick-up in economic growth  
and prices) theme predicated on improving economic  
data and the prospect of President Trump delivering large 
fiscal stimulus after taking office. The high yield bond 
weighting has been increased, largely in dollar denominated 

bonds, based on this shifting market expectation. European 
exposure has been significantly reduced over time and 
is now amongst its lowest levels as we head into the 
concerning political calendar of 2017.

The Fund’s performance over the medium term will continue 
to be driven by income. The distribution yield is 5.3% on the 
I Income Shares at 31 December 2016. In the medium term 
we retain our low growth, low inflation view of the world, 
seeing factors such as technology, demographics and the 
large stock of outstanding debt suppressing any meaningful 
appreciation of core inflation (excluding energy and food 
prices). However, in the short term we are not trying to 
outsmart the market, respecting the “Trumpflation” trade 
which could prevail for the next few months. We are not 
wedded to any view and remain ready to tactically reposition 
the portfolio should sentiment change or the data turn. 

6 MONTHS TO 31/12/16: FUND 3.7 SECTOR 3.0 

09 FUND TITLE:

HENDERSON FIXED INTEREST 
MONTHLY INCOME

JENNA BARNARD, JOHN PATTULLO 
Fund Managers

“ The high yield bond weighting has been increased, 
largely in dollar denominated bonds” 

Launched: 30/04/1979
Fund Size: £841m
Fund Manager  
Annual Charge: 0.60%

Current Yield: 5.3%
Underlying Yield: 4.7%
Distribution Frequency:  
Monthly

FUND FACTS

DISCRETE ANNUAL % GROWTH
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During the period under review and 2016 as a whole, an 
unusually high number of companies held by the Jupiter 
European Fund performed poorly at the same time. 
However, in our view, a number of these businesses are in  
a transformational phase and we have more confidence  
and patience than the market does that these companies 
can be successful. The list of poor performers is a diverse 
collection of companies (involved in diabetes injections, 
sunglasses and satellite services among other things). 

We continue to take a long term investment approach  
and some of the companies that have been poor  
performers in the past 12 months have been among the 
fund’s best performers over three years. This serves as a 
reminder that patience is one of the key ingredients in our 
investment process.

Political turmoil, technology developments, changes in 
regulation and shifting consumer habits present significant 
challenges to every company in the market. For the 
companies we invest in, however, we see a ‘silver lining’ 
to that disruption as certain companies can profit from 
others’ discomfort. For example digital or online services 
present new opportunities even as life becomes tougher for 
high street retailers. We seek to find the exceptions to the 
rule, the ‘special’ companies that benefit from change and 
disruption. We continue to employ the investment strategy 
that has served the fund well over the long-term and, 
despite the setbacks in 2016, we retain confidence that the 
companies held in the portfolio can thrive over  
the long-term.

6 MONTHS TO 31/12/16: FUND 4.2 SECTOR 14.6ALEXANDER DARWALL 
Fund Manager

Launched: 03/08/1987
Fund Size: £3,776m

Fund Manager  
Annual Charge: 0.75%

FUND FACTS

The surprise outcome of the EU Referendum triggered a sharp 
fall in sterling and violent rotation across sectors; the fund 
manager added to some of the less fashionable positions in 
domestic stocks and took profits in the portfolio’s international 
names. Sector rotation observed through the summer months 
took a new direction in November following the surprise 
election of Donald Trump as 45th US President. As bond 
yields rose, “value” sectors, notably financials and materials, 
performed strongly, while “bond-proxy” (or defensive) sectors, 
including the portfolio’s large positions in the tobacco and 
pharmaceutical sectors, lagged. Relative performance over 
the month and the year as a whole has been impacted by its 
zero weighting in the mining sector, HSBC and Royal Dutch 
Shell – all of which have performed notably well. As a result 
of this and the sharp fall in its domestically focused holdings 
post Brexit, the fund has lagged the rise in the FTSE All-Share. 

The fund manager remains positive on the outlook for the 
two largest sector positions in the portfolio in Tobacco and 
Pharmaceuticals. Both fall under a broad definition of bond 

proxies and are very international by nature, which should 
provide some resilience to the impact of the formal Brexit 
process. The fund manager expects tobacco companies to 
continue delivering cash flows and dividend growth - which 
may be sufficient to keep share prices moving ahead, even 
if bond yields move up a bit further. Valuations remain 
discounted relative to other staples and corporate activity is 
still very much on the agenda. 

Despite the recent talk about reflation, companies’ ability to 
deliver top line growth and pass on higher input prices looks 
challenged. The fund manager expects the trend for large 
percentage moves in individual share prices and sectors in 
response to short-term forecasts or perceptions of long-term 
resilience to continue. As a stock picker, the fund manager 
remains alert to new opportunities likely to arise and believes 
in the portfolio’s long-term rewards.  

6 MONTHS TO 31/12/16: FUND 7.2 SECTOR 14.2 

10 FUND TITLE:

INVESCO PERPETUAL HIGH INCOME

MARK BARNETT 
Fund Manager

“ The fund manager expects tobacco companies to continue  
 delivering cash flows and dividend growth ” 

Launched: 06/02/1988
Fund Size: £11,055m
Fund Manager  
Ongoing Charge: 0.87%

Current Yield: 3.3%
Distribution Frequency:  
Half Yearly

FUND FACTS

12 FUND TITLE:

JUPITER EUROPEAN
“… we retain confidence that the companies held in the portfolio 

can thrive over the long-term” 

DISCRETE ANNUAL % GROWTH

Fund: 
Invesco Perpetual  
High Income Y Inc
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25.7
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7.8
10.2

IA Sector: 
UK All Companies 

6 MONTHS TO 31/12/16: FUND 5.6 SECTOR 3.0 PAUL CAUSER, PAUL READ  
& CIARAN MALLON 
Fund Managers

11 FUND TITLE:

INVESCO PERPETUAL  
MONTHLY INCOME PLUS
“ The fund remains defensively positioned, with an 
allocation of around 15% to liquidity” 

Launched: 06/02/1999
Fund Size: £3,397m
Fund Manager  
Ongoing Charge: 0.67%

Current Yield: 5.0%
Underlying Yield: 4.3%
Distribution Frequency: 
Monthly

FUND FACTS

In the six months to 31 December 2016 the Invesco 
Perpetual Monthly Income Plus Fund placed in the first 
quartile of its peer group, the IA Strategic Bond NR Sector. 
An important contributor to performance has been the funds’ 
exposure to subordinated bank capital. Outside the financial 
sector, the fund’s exposure to utility and telecom bonds 
made notable contributions. The fund’s equity exposure also 
added to returns. At the beginning of the period, the fund’s 
low duration stance detracted from performance as Gilts 
rallied, however, as Gilt yields were raised towards the end 
of 2016 this benefitted fund performance.

The fund remains defensively positioned, with an allocation 
of around 15% to liquidity through cash and government 
bonds. This should mean the investment team are well 
positioned to add income opportunities where the team 
think they are attractively priced. The financial sector, 
particularly the subordinated debt of high quality European 
banks remains the team’s preferred sector within corporate 
bonds. In total as at 31 December 2016, 28% of the fund 

is held in bank bonds. The team also see opportunities in 
junior debt across other sectors including telecoms, utilities 
and insurance. In equity markets, we favour companies 
that offer visibility of revenues, profits and cash flows, 
which are managed for the primary purpose of delivering 
shareholder value in the form of a sustainable and growing 
dividend. The team continues to believe that well managed 
companies, which seek to deliver sustainable dividend 
growth, provide the best long-term investment opportunities.

Looking ahead, the investment team believe the main driver 
of returns in corporate-bond funds will be government-
bond yields rather than credit spreads. The investment team 
continue to believe that non-traditional areas of the high-
yield market offer the best value. Subordinated financials, 
for example, give substantially higher levels of income, and 
higher levels of yield. The investment team remain focused 
on low-duration income. This means equities, parts of the 
high-yield market, bank capital and corporate hybrids - 
which is reflected in the fund’s current positioning.

 
DISCRETE ANNUAL % GROWTH
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“… we believe that our stock selections possess 
pricing power” 

We are pleased with the recent performance of the 
companies held within the Fund, with most showing strong 
underlying operational progress which has been reflected 
in share price appreciation. Investment returns in the UK 
market were to some extent driven by macroeconomic 
and geopolitical events, particularly the US election and 
the UK’s Brexit vote. So the FTSE100 rose more strongly 
than the mid-cap FTSE250 Index or the FTSE Small Cap 
Index. The Fund has low exposure to some of the large-cap 
areas which rallied hardest, such as miners and banks, 
which provided a relative performance headwind. But 
this was offset by the Fund’s avoidance of sectors such as 
utilities and telecommunications which suffered due to their 
perception as bond-like investments in a period when bond 
values fell.

We do not take sector views based on macroeconomic 
expectations and the sector exposure of the Fund is a result 
of, rather than an input to, the stock‐selection process. The 
core focus of the Economic Advantage investment process 
is the identification of companies with a durable competitive 

advantage which allows them to maintain pricing power and 
sustain a higher than average level of profitability for longer 
than expected. 

We stick to our Economic Advantage process throughout 
economic cycles and in our opinion it tends to perform 
particularly well in environments of investor uncertainty. 
Predictions that the UK’s vote for Brexit would dent 
consumer and business confidence have yet to come 
to fruition. However, the referendum has had other 
consequences which are shaping the investment outlook. 
One of the most significant is the fall in sterling over the 
last six months. Sterling weakness is a two-edged sword, 
negatively affecting companies that need to import goods or 
services but beneficial for those who export. The Economic 
Advantage process tends to find plenty of companies in 
the latter category. It also identifies net importers, but – 
importantly – we believe that our stock selections possess 
pricing power, which will be vital in helping them pass on 
cost inflation rather than suffering squeezed profit margins. 

6 MONTHS TO 31/12/16: FUND 13.4 SECTOR 14.2 

15 FUND TITLE:

LIONTRUST SPECIAL 
SITUATIONS 

ANTHONY CROSS, JULIAN FOSH 
Fund Managers

FUND FACTS

Launched: 10/11/2005
Fund Size: £2,301m

Fund Manager  
Annual Charge: 0.75%

Past performance is not a guide to future returns

DISCRETE ANNUAL % GROWTH

Fund: 
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“… the broad themes in the portfolio remain consistent” 

Following a very tough time during the first six months of 
2016, when the fund was hit particularly hard by the initial 
market reaction to the Leave result in the EU referendum, 
the second half of the year saw an improvement. The fund 
benefited from a few factors during that period, partly from 
a post-Brexit vote recovery in the share prices of some 
domestic UK companies as the initial impact on the UK 
economy from the vote was much less worse than many 
had feared. Top performers over this period included a high 
street bank, an insurance company and a travel company. 
On the negative side the fund continues not to invest in the 
big mining companies which generally performed well partly 
thanks to sterling weakness.

Despite a rollercoaster year in 2016, there have not 
been wholesale changes to the portfolio and the broad 
themes in the portfolio remain consistent. On an individual 
company level, some recent additions to the portfolio 
include a cruise company, one of the so-called ‘challenger’ 
banks that has a strong brand, as well as a small medical 

diagnostic company. Meanwhile we have sold out of the 
fund’s investment in a German sportswear company and a 
veterinary pharmaceuticals company.

The clear lesson for investors in 2016 was to expect the 
unexpected. Some obvious flashpoints in 2017 include 
elections in France and Germany, as well as the likely start 
of Brexit negotiations. On top of this, of course, Donald 
Trump will be inaugurated as President of the United 
States in January. So although 2017 will probably bring 
challenges, it is also important to consider that a number of 
longer-term trends should still persist. The digital economy 
continues to expand, driving growth in connected devices, 
data analytics and e-commerce. Meanwhile, consumers in 
emerging markets are enjoying rising disposable incomes 
and are spending their money on big global brands and 
increasingly on travel & leisure too, offering opportunities 
for many UK-based companies. We believe that these trends 
continue to offer exciting opportunities for investors in 2017 
and beyond.

6 MONTHS TO 31/12/16: FUND 16.9 SECTOR 14.2

13 FUND TITLE:

JUPITER UK GROWTH 

STEVE DAVIES 
Fund Manager

Launched: 01/04/1988
Fund Size: £1,442m

Fund Manager  
Annual Charge: 0.75%

FUND FACTS

DISCRETE ANNUAL % GROWTH
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“ We are cautious on equity markets as part of our 
medium-term views” 

UK equities delivered positive returns over the six-month 
period. Volatility eased steadily following the initial increase 
in investor uncertainty in the immediate aftermath of the 
UK’s referendum vote to leave the European Union. Markets 
were also bolstered by growing investor confidence that 
central banks would continue supporting economic activity. 
Amongst blue chip UK equities, mining and energy stocks 
performed well, lifted by firmer oil prices. The FTSE 100 also 
continued to benefit from the boost to international earnings 
provided by the weakness in sterling, and rose to new all-
time highs above 7000 in the final few days of the year. 
Despite having fallen sharply in the immediate aftermath of 
the referendum result in late June, just before the beginning 
of the period under review, the FTSE 250 outperformed 
the FTSE 100 as mid cap stocks rose sharply following the 
Bank of England’s latest announcement of support for the 
domestic economy in August, and also ultimately rose to 
near all-time highs.

As an index-tracker fund, the investment activity in the 
Legal & General UK Index Trust was focused on the aim of 
achieving close and efficient tracking of its benchmark – the 
FTSE 100 Index.

We are cautious on equity markets as part of our medium-
term views. Recessionary risks are slowly building, but we 
acknowledge that it can take a long time to actually get 
there. In this phase, equities can still be supported, but 
less so compared to ‘mid-cycle’ dynamics when corporate 
margins can still expand. With limited upside potential for 
corporate earnings, any move higher in equity markets has 
to come from higher valuations. However, valuations are 
towards the higher end of the range we feel comfortable 
with, albeit not so high that they become an overriding 
negative factor.

6 MONTHS TO 31/12/16: FUND 13.3 SECTOR 14.2 

14 FUND TITLE:

LEGAL & GENERAL UK INDEX

DAN ATTWOOD 
Proposition Manager

FUND FACTS

Launched: 24/09/1992
Fund Size: £5,065m
Fund Manager  
Annual Charge: 0.10%

Current Yield: 3.4%
Distribution Frequency:  
Half Yearly

DISCRETE ANNUAL % GROWTH
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“ The weakened Sterling is expected drive further 
inbound M&A activity” 

The fund enjoyed strong performance in the last 6 months 
of 2016 as small and mid-cap companies rerated upwards 
and recovered the ground that had been lost against the 
backdrop of the BREXIT referendum in the first half of 2016. 
The Fund Managers were actively buying mispriced assets in 
the weeks of volatility that followed the vote and this added 
to performance. In the 6 months under review the fund 
outperformed its sector and benchmark. Dividend growth in 
the Fund was significantly higher than the market in 2016. 

The Unicorn UK Income Fund will continue to focus on 
small and mid-cap dividend paying companies, providing 
investors with a highly differentiated income stream. 
The Fund Managers use a process driven approach; 
using a weekly screen to provide idea generation for 
the high conviction, concentrated portfolio of long term 
holdings. Companies are chosen on the strength of their 
fundamentals, the attractiveness of their end market, and 
their competitive advantage in exploiting that end market. 
The increased levels of volatility seen in 2016 created a 

number of attractive valuation opportunities in the small and 
mid-cap investment universe; the managers took advantage 
of these short term pricing anomalies to increase exposure 
to companies with good long term prospects. Being small 
and mid-cap focused the Fund will almost always have a 
domestic bias which currently sits around two thirds on an 
underlying revenue basis.

UK small-caps remain at a significant relative discount to 
large-caps; as the outlook for post-BREXIT Britain becomes 
clearer we expect this to unwind (as it has already to 
some extent). The weakened Sterling is expected drive 
further inbound M&A activity; two holdings received bid 
approaches in the second half of 2016. The dividend on 
the fund is high, well covered, and growing broadly in line 
with underlying earnings, we believe this provides downside 
protection to capital values.

6 MONTHS TO 31/12/16: FUND 15.3 SECTOR 11.8

18 FUND TITLE:

UNICORN UK INCOME

SIMON MOON & FRASER MACKERSIE 
Fund Managers

Launched: 24/05/2004 
Fund Size: £641m
Fund Manager  
Annual Charge: 0.75%

Current Yield: 4.3%
Distribution Frequency:  
Half Yearly

FUND FACTS

Past performance is not a guide to future returns

FUND FACTS

Launched: 29/12/2006
Fund Size: £117m

Fund Manager  
Annual Charge: 0.75%

The Neptune India Fund performed strongly in the six 
months to the end of December 2016, nearly doubling 
the performance of the MSCI India Index. This relative 
performance has been driven by strength in stock selection 
in the industrials, financials and energy space. On the 
other hand, weaker selection in materials detracted from 
performance. We continue to see value in the mid cap end 
of the market, with more than one third of the Fund invested 
in stocks with a market capitalisation of less than $5bn. This 
compares to the benchmark’s mid cap weighting of less 
than 10%.

We believe the Indian organised sector will continue to 
gain share over the unorganised sector as recently policy 
announcements lead to the formalisation of the black 
economy. As a result, we expect a buying opportunity 
will emerge with companies with a tilt towards rural 
consumption. The Neptune India Fund has therefore 
retained its domestic bias. We also believe that mid-caps 

should continue to benefit as the move away from physical 
savings to financial savings gathers pace and domestic 
equity participation continues to accelerate.

Looking ahead, we remain optimistic: the macroeconomic 
health of India is the strongest it has been in a decade; 
growth is accelerating, inflation is falling and the external 
vulnerabilities are diminishing. Meanwhile the government 
remains busy and focused on their pro-growth and pro-
reform agenda. For Neptune, the strength of the corporate 
earnings recovery will increasingly be the key determining 
factor for the market in the near term.

6 MONTHS TO 31/12/16: FUND 9.4 SECTOR 9.4 

16 FUND TITLE:

NEPTUNE INDIA 

KUNAL DESAI  
Fund Manager

“… the macroeconomic health of India is the strongest 
it has been in a decade” 

DISCRETE ANNUAL % GROWTH
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“ We continue to favour developed market government bonds 
over corporate and emerging market ”

The performance of the past six months has been a partial 
reversal of the prior six months’ stellar return as investors 
once again rushed from one side of the boat to the other. 
At risk of exhausting this metaphor, we remain firmly on 
the same side of the boat that we have been on for the 
past couple of years and see no reason to change our 
positioning, as uncomfortable as it may currently feel. 
Where US treasuries, Australasian government bonds, 
gold and a defensive equity selection were key drivers of 
performance in the first part of the year, all were roughly in 
equal measure detractors from performance in the second 
half. Bright spots in the second half of the year came from 
the short position in sterling and those equities and credit 
with exposure to construction and infrastructure spend.

We continue to favour developed market government bonds 
over corporate and emerging market bonds. Our preference 
is for companies and sectors that are able to provide 
consistency of earnings without the necessity for support 

from a cyclical upswing. For example, the US healthcare 
sector selling below a market multiple for the first time in 
nearly seven years continues to look like an attractive longer 
term prospect. We also remain enthusiastic about our 
positions in media and technology.

Despite the recent shift in emphasis from monetary to 
fiscal policy (underscored by the victory of US president 
elect Donald Trump), we are cognisant that there are 
powerful structural trends that persist. Among these 
are over indebtedness, the distortionary effects from 
quantitative easing and the misallocation of capital, ageing 
populations, China’s slowdown and deflationary pressure 
from technological advances. In our estimation, fiscal 
response takes a long time and the money multiplier effect 
is questionable.

6 MONTHS TO 31/12/16: FUND -3.9 SECTOR 2.3

17 FUND TITLE:

NEWTON REAL RETURN

IAIN STEWART  
Fund Manager

FUND FACTS

Launched: 27/10/2000
Fund Size: £9,566m
Fund Manager  
Annual Charge: 0.75%

Current Yield: 2.5%
Distribution Frequency:  
Half Yearly

DISCRETE ANNUAL % GROWTH
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