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Global economy 

From Richard Ramsay, Chairman, Midas Income & Growth 

The global economic outlook may have continued to improve, but western indebtedness and social and 
political tensions in Europe, Asia and the Middle East give pause for thought. Five years of monetary stimulus 
have left most assets looking fully valued, while both equities and bonds have rallied further in recent months, 
something that suggests a degree of market confusion as to the prospects for growth and inflation. We believe 
that longer term bonds continue to look unattractive in the face of potential rate increases and inflation and, on 
balance, equities with a defensive bias remain our asset of choice.  

From Richard M Martin, Chairman, F&C Managed Portfolio 

Global growth appears well established even though the Eurozone continues to act as a drag. Over the course 
of the year, this progress should lead to an increase in company earnings sufficient to support equity markets 
where ratings appear full, but not excessive. As we are learning, geo-political risks abound, although markets 
have so far taken events in Ukraine and the Middle East in their stride.  

From Peter Hewitt, Investment Manager F&C Managed Portfolio Trust 

At the time of writing sterling has strengthened further against both the dollar and the Euro to over $1.70 and 
EUR1.25 respectively. Forecasting the likely path of currencies is an almost impossible task however it does 
appear that with the new Governor of the Bank of England hinting that interest rates in the UK may begin edging 
higher earlier than had been anticipated, there is every chance that sterling will remain firm. No other major 
countries, certainly not the European Central Bank who recently cut their interest rate, or the Federal Reserve 
in the US, are likely to increase rates in the near future. If this is the case, then returns from global equities for 
sterling based investors may again be diluted on translation.  

The UK should continue to experience robust growth and although there is the 
likelihood of a change of direction of interest rates, the overall backdrop remains 
positive. Similarly, the US economy is growing, albeit at a slower pace. Encouragingly 
there are indications that this will increase over the balance of the year. The Eurozone 
remains a mixed bag, however a return to growth is more likely with even some of the 
countries worst hit by the financial crisis showing signs of recovery. The Asia Pacific 
region has been affected by slower growth from China and although the evidence from 
China is sometimes contradictory, there are early indications that growth has begun to 
stabilise, albeit at lower level. 

Last year there was much concern focussed on the prospects of the US Federal Reserve beginning to taper 
down their policy of Quantitative Easing, which resulted in much volatility in financial markets. A year on this 
has happened and markets have taken it in their stride. One of investors' major concerns is an indirect result of 
this policy which has been operated in the US and UK. A prolonged period of historically very low interest rates 
has had the effect of boosting asset prices. One example would be property values in the UK. Another is equity 
price levels. In the US, the Standard & Poor's Composite Index is at an all-time high, whilst in the UK, the FTSE 
100 Index has moved from below 4000 in March 2009 to around 6850 by the end of May 2014. 

The valuation accorded to equities has expanded significantly, such that the price earnings ratio of the UK stock 
market has risen to around 13x. This happened with only modest support from UK corporate earnings which 
have consistently disappointed over the five years of ultra-low interest rates. To continue to experience gains 
from current levels, without the market becoming seriously overvalued, will require much stronger corporate 
earnings. In this regard, supported by rising activity levels, indicators are more positive for a robust recovery. 
This would be the major pre-requisite for equity markets to progress. As interest rates appear likely to gently 
move upwards, valuations would come under pressure if not supported by better levels of corporate profits 
growth. 

There may be early signs of a change of leadership within the market, as for the first time since 2011 the FTSE 
100 Index which comprises the very largest companies, has begun to outperform medium and smaller sized 
companies which comprise the FTSE Mid 250 and FTSE Small Company Indices. If this were to continue, it 



would create a headwind for many active fund managers who find it difficult to be overweight the biggest 
companies in the Index.  

From a longer term investment perspective, although the direction of interest rates will change over the next 12 
months they remain at historically low levels and increases are likely to be gentle; inflation is subdued; and 
growth, particularly in the UK is recovering strongly. Valuations for equities have moved above fair value, 
however provided overall corporate earnings and dividends grow as anticipated, then that should support 
further progress in equity markets.   

From Alliance Trust 

At the macro level, central bankers across the world continue to walk a line between stimulating growth and 
trying to reduce the overall level of debt in their respective economies. This will continue to have a knock-on 
effect on global liquidity. The continuation of the US economic recovery and expected normalisation of interest 
rates will play an important role in equity markets - not only in the US, but globally. If raised too fast, increasing 
interest rates could represent a source of volatility for equities. However, a gradual process of adjustment would 
be most likely supportive of equity markets. Another key factor to monitor is how the Chinese leadership will 
handle the credit deleveraging while trying to maintain a sufficiently high level of GDP growth. How successful 
they are will have far reaching implications affecting numerous countries and Western companies that are 
significantly exposed to the Chinese economy. 

We conclude the global economy is on a path of general recovery; however, this is not yet fully self-sustaining 
and central banks have a critical part to play. Decisions taken by the US Federal Bank (tapering), the European 
Central Bank (deflation risk), the Bank of Japan (additional easing and reform) and by several emerging market 
central banks (dealing with weak currencies and risk of inflation) will be particularly important.  

Against such a backdrop, it is clear that there is still value in equities on a relative basis, compared to other asset 
classes, particularly government bonds. 

From Simon Fraser, Chairman, Foreign & Colonial 

The extraordinary policy measures implemented in recent years by central banks continue to have a material 
impact on global asset markets. Low interest rates and abundant liquidity had been necessary in order to avert 
a more damaging systemic crisis and help unwind excessive debt in the underlying 
economies but, with improving growth in many major economies, central bankers are 
now trying to navigate a challenging exit from these loose policy measures.  

Recent years have seen global equity markets rise in price relative to fundamentals and, 
on many metrics, they now offer less compelling valuation upside on a prospective 
basis. Arguments for lower returns from here are well founded but, for investors faced 
with a dearth of value amongst competing assets, equities continue to offer relative 
attractions. Nonetheless, we are of the view that fundamental improvement in earnings 
is required in order to see significant further upside in equities from current levels. In addition, while we expect 
interest rate rises in the US and the UK to be relatively modest the global economy continues to tread a narrow 
path in terms of growth and inflation and we are mindful of the risks to markets from both further falls in inflation, 
notably in the Eurozone, and from some acceleration in pricing pressure, perhaps emanating from labour 
markets in the US and the UK. 

 

UK 

From Harwood Capital as managers of Oryx International Growth 

We have seen over the past year a rapid recovery of the UK stock market with positive signs of economic growth 
in most sectors of the UK economy. The chancellor summarised this in his most recent budget stating that "the 
economy was continuing to recover and recovering faster than forecast." Identifying value follows the broad 
rise of the market over the past year which has accentuated the challenge to find attractive companies, trading 
at discounts to private market value, as company share prices continue to rise.  



From Lord Lamont of Lerwick, Chairman, Smaller Companies Dividend Trust 

As the economic recovery in the UK broadens and deepens the companies invested in by the fund should enjoy 
further increases in sales and profits. Generally it is expected that results will start to improve towards the end 
of this year and be announced in 2015.  

The background environment is very positive for a portfolio of "UK centric" companies with low inflation, rising 
employment and greater confidence, both consumer and corporate, anticipated in the future. However the 
problems of the Eurozone may continue to act as a potential drag on UK growth. In time we can expect these 
to diminish and greater confidence and better performance to return 

From David Horner and David Taylor, managers of Smaller Companies Dividend Trust 

We are now seeing growth in most sectors of the economy and also geographically across the UK. This in turn 
is leading to increasing employment and strong GDP growth. Compared to the members of the Eurozone the 
UK is becoming the place to do business and to produce products. 

From Simon Miller, Chairman, Artemis Alpha 

Stock markets have recovered strongly since the depths of the financial crisis in 2009. But how much of this 
performance is due to the monetary policy of central banks is not yet clear. Valuations have increased faster 
than corporate earnings, and are starting to appear high for some companies. Sterling has also been a strong 
performer, which may affect a number of [companies] which have international operations.  

It is encouraging that the UK is one of the fastest growing economies in the developed world and, having built 
up cash over the past few years, companies are now starting to invest and levels of corporate activity have 
increased. This should create a positive background for markets.  

From Alastair Mundy, manager of Temple Bar Investment Trust 

We remain rather surprised that investors are happy to brush aside any number of 
negatives. We face widespread geo-political tensions, increasing government debt, the 
prospect of reversal of the extraordinary amounts of monetary easing of the last few 
years, historically high equity valuations and the indecent haste with which private 
equity groups are offloading their holdings onto the public market. All these are 
brushed off as minor inconveniences, irrelevancies or what Monty Python's Black 
Knight would have described as just a `flesh wound'. The opportunity set amongst out 
of favour companies seems be to more fertile than it has been for some time which 
offers some encouragement, but we must be careful not to pull the trigger too quickly. 

From Mike Prentis and Ralph Cox, managers of BlackRock Throgmorton Trust 

Over the past few months we have seen a reversal in the performance of momentum driven stocks with 
sustained profit-taking after extended rises. Large cap fund managers appear to have been sellers of mid-cap 
stocks. Newsflow from our holdings has generally continued to be positive with those largely exposed to the 
UK economy faring particularly well. This includes house builders and other UK consumer exposed companies. 
We expect these and similar companies to continue to trade well. Share prices of housing related stocks have 
come under pressure as interest rates look set to rise. Many of the industrial companies and some software and 
media companies are very international and can expect demand levels to vary around the world. Trading 
prospects for these are no worse in 2014 than they were in 2013. However, the strength of sterling presents a 
headwind in 2014. 

From Jonathan Cartwright, Chairman, Aberforth Geared Income 

In 2010 [valuations] were still affected by the global financial crisis and recession. Subsequent good 
performance, which has fed through to higher valuations for small companies, suggests that a lower potential 
return will be available from the asset class taken as a whole and that it will be more challenging to deliver future 
returns on the scale enjoyed by investors in small companies over the last four years. 

 



From the managers of Aberforth Geared Income 

The very strong performance from equities in 2013, coupled with lacklustre profit growth, resulted in a 
substantial upwards revaluation. This re-rating was by no means confined to small UK quoted companies, but 
is evident in the movement in the NSCI (XIC)'s historic PE from 12.8x at the start of 2013 to 15.2x at 30 June 
2014. This most recent multiple represents a 13% premium to the average historic PE of the NSCI (XIC) over [the 
past] 24 year[s] of 13.4x. It also represents a 3% premium to the 14.8x historic PE of large companies at the end 
of June, which compares with an average discount of small to large [over the past 24 years] of 8%.  

There are potentially extenuating circumstances. Other things being equal, the very strong balance sheets 
enjoyed by small companies would merit a higher PE. And, in relation to large companies, radically different 
sector exposures can be more important than a direct size effect in explaining relative valuations. But it is difficult 
to argue that small companies as a whole are now cheap, at least on the basis of historic PE ratios. Of course, 
the market looks ahead and discounts what is to come and thus today's valuations may be justified by the 
imminence of strong profit growth. On this front, immediate prospects are clouded by sterling's strength and 
by a still uncertain recovery path in Europe. Over the medium term, stronger than average profit growth should 
be achievable if and when Europe recovers properly, but over the long term profit progression in line with 
nominal GDP is probably not too far from the mark. On balance, therefore, from a starting dividend yield of 
2.4%, modest single digit total returns for small companies look likely over coming years.  

It is necessary to be realistic: macro economics, geopolitics and the vagaries of the yield curve will buffet the 
stock market over the short term, determining its appetite for smaller companies and for the value investment 
style. However, your Managers are encouraged by the still wide disparity in valuations evident within the NSCI 
(XIC).  

From Hugh Twiss, MBE, Chairman, Henderson High Income 

As I started to write this statement I noticed that my wristwatch had actually stopped which is very apt since I 
am going to maintain my cautionary stance. The good performance of the UK economy, perhaps too much 
assisted by a strong housing market, has brought forward the possibility of a rise in interest rates with a resulting 
strengthening of sterling. Euroland remains with its problems, geopolitical tensions are bubbling away while UK 
politics will increasingly be a factor on the UK stock market's sentiment as we enter the last year of our fixed 
term Parliament and also face the Scottish Referendum in September.  

 

Europe 

From Humphrey van der Klugt, Chairman of Fidelity European Values 

The Portfolio Manager has become more cautious about prospects for continental European stock markets. 
This is reflected in a lower level of gearing which was 4.4% at the date of this report.  

Share prices have risen while the earnings of continental European companies have not, partly due to the 
strength of the Euro. Valuations are now more attractive to sellers than buyers. This is evidenced by the rise in 
issuance, particularly initial public offerings ("IPOs") from private equity companies. There 
are some other warning signs, the recent pick-up in M&A activity being one example.  

This could well herald the usual weaker seasonal spell from May to September. Beyond 
that, the direction of the market will be determined by the delivery of earnings and 
dividend growth, which is much needed to give fundamental support to continental 
European stock markets. The recent measures announced by the European Central Bank 
("ECB"), ostensibly to counter the threat of deflation, will provide some help. The ECB 
monetary easing may also start to weaken the relative strength of the Euro, particularly if the US Federal Reserve 
continues to curtail its own asset purchases.  

Although the direction of markets is unclear, the good news is that the majority of consistent dividend growers, 
which had become relatively expensive during the sovereign debt crisis, have lagged the rally over the last two 
years such that, in general, they now appear to be relatively attractive in terms of valuation. 



Japan 

From Raymond Apsey, Chairman, Japan Residential Investment Company 

Bank of Japan efforts to shake the economy out of a deflationary orbit appear to be working. The combination 
of low rates on Japanese government bonds and inflation which after adjusting for recent tax hikes is currently 
in the region of 1.3% has brought Japan into a period of negative real interest rates. This is causing a wide 
spectrum of investors from private individuals to large pension funds to begin shifting assets out of cash and 
government bonds and into risk assets including real estate.  

From David Robins, Chairman, Fidelity Japanese Values 

The performance of Japanese stocks has started to improve as risk aversion has eased. Global growth is picking 
up and there are some signs that activity will accelerate in the coming months, led by the US. The Japanese 
economy is gradually recovering from the effects of April's sales tax increase and Government-led reform 
measures are proving to be positive from an equity perspective. Meanwhile, the improvement in corporate 
earnings is set to accelerate and valuation multiples are undemanding compared with other major markets.  

Of all the positive developments in recent months, we find it most encouraging that 
Japanese companies are increasingly shareholder friendly, as evidenced by the recent 
increase in share buybacks and raised dividends. Following the announcement of Japan's 
Stewardship Code, with which 127 institutional investors have complied, the Government 
is aiming to introduce a new "corporate governance code" next year. This is expected 
further to enforce best practice in governance by companies, whilst the Stewardship Code 
is limited to putting external pressure on companies through dialogue with investors to 
promote sustainable growth and increased dividends.  

None of the Government-led reforms are happening quickly, but there is, at least, some movement and recent 
developments are somewhat encouraging. 

We believe that the fundamental direction of the "New Growth Strategy" published in June 2014 is positive and 
that domestic macroeconomic fundamentals will continue to show improvement, if only gradual.  

From FIL Investments International as managers of Fidelity Japanese Values 

As concerns about the macro- and microeconomic repercussions of April's sales tax hike have eased, the 
investment environment for Japanese stocks has become more favourable. Indeed, some leading economic 
indicators have started to recover and earnings revisions have turned positive after bottoming out in mid-April. 
Valuation multiples have largely reverted to pre-Abenomics (economic policies advocated by Prime Minister 
Shinzo Abe) levels and Japanese stocks appear cheap relative to other developed markets.  

Furthermore, the Abe Government's recently unveiled ̀ New Growth Strategy' contains a number of meaningful 
proposals from an equity perspective, including improvements in corporate governance, reform of the GPIF 
and phased reductions in the corporate tax rate. At a macroeconomic level, there are increasing signs that Japan 
is emerging from its protracted deflationary cycle. The corporate sector also appears to be weathering the 
recent consumption tax hike relatively well. Whilst a reactionary post-hike contraction is anticipated in the April-
June statistics (according to consensus estimates), real GDP contracted by 4.4% annualised, the economy is 
expected to return to an upward trend in the third quarter, supported by improvements in employment and 
private capital investment, as well as a gradual pickup in exports. In the absence of any sudden changes, the 
potential for further monetary easing by the Bank of Japan in the short-term appears low given Governor 
Haruhiko Kuroda's relatively optimistic view of the price outlook.  

After declining since the start of the year, the earnings revision index recently moved back into positive territory. 
Consensus forecasts initially declined in response to companies' extremely conservative guidance. However, 
sentiment is gradually improving. Aggregate profits are set to increase for a third consecutive year in fiscal 2014, 
as the impact of the sales tax hike wanes, Japan steadily exits deflation and the US economic recovery gains 
traction. Meanwhile, a proposed cut in the effective corporate tax rate to below 30% could be a major positive 
for the equity market. Government-led measures to enhance corporate governance and encourage a shift 
toward equity allocation by the GPIF could also ignite substantial equity inflows. 



A combination of rising earnings per share and market underperformance in the first half of the year means that 
Japanese equities have been de-rated. The forward price-to-earnings ratio now compares favourably with other 
developed markets. Given a turnaround in the investment environment and positive policy developments, such 
as the Government's new growth strategies, Japan remains on the right track. 

 
Brazil 
 
From Howard Myles, Chairman JPMorgan Brazil 

Near term prospects for Brazil's market are likely to be influenced by political developments, rather than 
fundamentals and an economic recovery which appears likely with companies continuing to meet earnings 
growth expectations. That said, the low ratings of Brazil stocks should provide better prospects for positive 
returns from the current levels. Additionally, and despite short term protests over the events, Brazil will benefit 
from longer term positive implications of hosting the World Cup this year and the Olympic Games in 2016.  

Regardless of who wins the forthcoming election later this year, the winner will face 
substantial economic challenges and a need to regain the confidence of investors. 
As a result the Board expects the new administration to introduce more market-
friendly policies and reduce political interference in many aspects of the economy. 
The Board's concerns centre around the potential impact on the Company's 
investments of cyclical challenges in Brazil's economy and the resilience of the 
global economy in the face of rising interest rates. 

Notwithstanding these short-term factors, the Board remains confident in the Investment Manager's approach 
of identifying companies with strong financial characteristics and niche growth opportunities, together with 
high quality management, for the Company's portfolio to achieve good long-term returns.  

From Luis Carrillo and Sophie Bosch De Hood, Investment Managers, JPMorgan Brazil 

In 2014, the Brazilian market is not trading on fundamentals but is driven by speculation on the outcome of the 
election. Consumer confidence has deteriorated, investment has stalled leading to an output gap, inflation has 
spiked above the band, unemployment looks low but this is artificially led by the drop of participation in the 
labour force. The deterioration of the economic backdrop increases the chance of a change of administration, 
but regardless of who is in power following the elections, 2015 will be challenging because there will be fiscal 
adjustments required. However the promise of renewed political stability could stimulate investment and move 
this continental-sized economy back on track for growth.  

There is hope and valuations do not look demanding with the market trading on a PE ratio of 12, despite the 
rally since March. 

 
Financials 

From Robert Kyprianou, Chairman, Polar Capital Global Financials 

After a good performance in 2013, the strength of the financials sector has cooled down this year, in keeping 
with equity markets generally. Although a headwind in 2013, the Company's exposure to emerging markets has 
been beneficial in recent months and should continue to be rewarding as opinion on emerging market equities 
becomes more constructive. In developed economies, a re-rating of its banks has recently stalled as we wait 
the results of the latest asset quality review and in the face of further regulatory fines and legal penalties. 
Additional capital is still likely to be required for the sector as a whole, but the underlying positive actions taken 
by banks since the crisis first broke are being recognised in the banking sector's access to capital markets for 
capital replenishment. Perhaps the most notable recent example of this was the heavily oversubscribed share 
capital raising by Greece's Eurobank at the end of April, which saw it return into the hands of the private sector, 
the first of Greece's banks to do so.  

 



From Nick Brind & John Yakas, managers of Polar Capital Global Financials  

There are a number of key drivers that will likely decide the performance of financials over the next 6 months. 
Most important is the underlying performance of equity markets. Looking back at MSCI data as far as it goes, 
which is around 20 years, with only one exception, every year the financial sector has correlated very closely to 
the underlying equity market. This correlation has ranged between 88% and 98%. Although this data set is 
woefully brief it is probably a reasonable indicator of how financials correlate with underlying equity markets.  

This should not be surprising as the sector is merely reflecting the underlying economies in which it operates 
or from which financial markets it generates its revenues. Furthermore, if financials in individual countries or a 
region performed poorly in one year or over a period of years, the equity markets in those countries or regions 

also tended to perform poorly so the relative impact on the 
sector was largely immaterial. Banking crises, until the global 
financial crisis, were largely focused on one country or region 
so were not significant enough to affect the overall performance 
of the sector.  

The exception was during the last few months of 1999 and first 
few months of 2000 when during the technology bubble 
financial markets momentarily lost touch with reality. Financials 

initially underperformed sharply as money rushed into so called high growth 'new economy' stocks (in the 
technology, media and telecoms sector) at the expense of 'old economy' stocks (the rest of the equity market) 
and then this pattern reversed as fundamentals reasserted themselves and the sector reversed its 
underperformance.  

During the global financial crisis, which we would describe as a once in a generational event, although the 
sector remained very correlated to the underlying equity market it understandably significantly underperformed. 
We would argue that the significant amount of capital that the sector has raised since the crisis or generated 
organically through retained earnings puts it on a much firmer footing and therefore a repeat is difficult to 
envisage. In the US, for example, one would have to go back to the 1930s to find a time when banks had more 
capital (defined as equity relative to total assets).  

Outside of this, the outlook for growth, interest rates and the potential for increased capital return will be key 
drivers for the sector in the short to medium-term. Cyclical financials businesses will perform well if the 
underlying economies in which they operate perform well. Higher interest rates should lead to higher margins 
on lending, more than offsetting any increase in bad debts, resulting in higher profits. Finally, as capital continues 
to build then, if loan growth does not pick up materially, banks will have little choice but to increase payout 
ratios further, whether via dividends or buybacks. For some banks this will be material.  

In the very short term, financials have lagged the rise in equity markets. It is most likely that a large part of this 
reflects investors' caution towards equity markets following their recent strong performance but also specific 
negative news at a small number of banks. With valuations for the sector still historically low, particularly so for 
European banks and, with little credit being given for the significant improvement in banks' balance sheets we 
remain very positive on the outlook. 

 

UK Property 

From Duncan Owen, of Schroder Property Investment Management, as manager of Schroder Real Estate 

The risk for the UK property market is on the upside as a result of investor demand and improving occupier 
demand. Whilst capital markets are currently experiencing historically low levels of volatility, we remain 
cognisant of the potential negative impact of rising interest rates on capital values. However, we will work to 
mitigate this risk by continuing to adopt a disciplined approach to new investments, targeting property offering 
good long-term fundamentals in growth markets and not chasing market pricing. 



 

From Intu Properties 

UK retail property investment market  

The improvement in the UK economy combined with increases in consumer confidence and retail sales has 
boosted investor demand for shopping centres with considerable investment activity in the first half of 2014.  

The increased weight of money looking to invest in the shopping centre market has led to yields compressing 
and capital values rising as bidding processes have become increasingly competitive. This has been most 
noticeable at the prime end of the market but has also spread across other shopping centre sub-sectors.  

The IPD monthly index confirms this trend, with retail capital values up 3.5 per cent in the six months to June 
2014. The June rise of 1.1 per cent was the highest monthly increase for over four years. IPD has shown retail 
rental values now beginning to increase after some years of decline, a directional change which we would 
expect to drive further investor appetite.  

UK retail property occupational market  

The UK economy has continued to grow with Q2 2014 GDP up 0.8 per cent, a sixth consecutive quarter of 
growth, and year on year to 30 June 2014 up 3.1 per cent. This improvement, combined with a fall in 
unemployment to the lowest level since 2008, has led to a significant increase in consumer confidence.  

This in turn has resulted in a sustained rise in consumer spending with higher like-for-like non-food retail sales 
now reported by the BRC for 24 consecutive months with over 3 per cent growth shown in the year to June 
2014. This improvement has come despite year on year wage growth still lagging behind inflation. 

 

Commodities 
Our managers consider that the downside risks associated with current commodity prices are now relatively 
low, although there remains some uncertainty surrounding economic activity in China.  

The mining industry has significantly reduced its capital commitments over the last two years and this has 
translated into greater free cash flow for the sector overall, which should be supportive of dividends in the 
medium term. 

From Olivia Markham andTom Holl, managers of BlackRock Commodities Income 

We see the second half of the financial year as being relatively benign across most commodity markets as supply 
remains abundantly available to meet the level of demand growth expected. In energy markets this means an 
oil price likely bound in a range of US$95-115 per barrel with any spikes in geopolitical tensions likely to push 
prices to the upper end of this range. In the mined commodities, although for most there is plentiful supply in 
the near term, we see limited downside risk as many commodities are trading at or below their marginal cost of 
production and supply cuts have started to emerge, which is typically supportive of prices.  

Mid-cap and large cap stocks are trading at relatively undemanding valuations 
in comparison to general equity markets. Although this has been the case for a 
couple of years now, the combination of attractive dividend yields and the 
changing focus of major mining and integrated oil companies away from 
growth to a more sustainable mix including greater returns to shareholders, is 
causing generalist investors to revisit the sector. As a result, we see limited 
downside risk for the sector relative to general equity markets for the balance of 2014, and this is reflected in 
the moderate level of gearing currently utilised in the portfolio. The greater exposure of the mining sector to 
headline risk from China and the exciting stock specific opportunities in the energy sector that are resulting 
from the new wave of investment in North American gas and unconventional oil are two of the reasons we are 
maintaining a bias in the portfolio towards the energy sector.  



As we move through the second half of this year and into 2015, we see the potential for a number of the mined 
commodities to start to tighten from a demand/supply point of view suggesting the possibility for rising prices 
to emerge. 

Technology 

From Julian Cazalet, Chairman of Herald Investment Trust 

The TMT sector in which the Company invests continues to evolve at great speed, and small companies 
continue to react to these developments. In fact the pace of change, even for seasoned sector investors, is 
almost bewildering, but very exciting. The migration to hosted applications is proving disruptive and opening 
new markets. Now that the world is increasingly connected with internet protocol devices and computers the 
challenges of securing and regulating it grow, traditional business models continue to be challenged, and new 
applications drive growth. The addition of several 100million subscribers using sub $100 smartphones in 
emerging markets has further scope to alter the global economy.  

Value is harder to find than it has been, but we are excited by the potential for some of the earlier stage holdings. 

From Walter Price as manager of RCM Technology Trust 

Looking forward, we continue to believe the technology sector can provide some of the best absolute and 
relative return opportunities in the equity markets - especially for bottom-up stock pickers. At present, we are 
seeing a wave of innovation in the sector that we believe has the potential to produce attractive returns for 

companies with best-in-class solutions. We also see a number of companies whose present 
valuations that, in our view, do not fully reflect positive company- and/or industry-specific 
tailwinds. 

We agree that the valuations on many Cloud and Internet companies had become too lofty. 
In this sense, we think the pull-back is a healthy way of purging some of the speculative 
excesses that built up in the markets more recently. That said, we continue to see massive 
addressable markets for these dynamic areas of technology that are much larger than the 
combined market capitalisation of these groups. However, we have consolidated our 

exposure to these areas in select companies we believe have the most compelling solutions and whose 
business models demonstrate a discernable path to deliver strong earnings and cash flow growth over time.  

We are also finding excellent investment opportunities among more attractively valued areas of technology. In 
particular, certain technology incumbents are making compelling progress on their "as-a-service" offerings. 
Additionally, components makers in the hard disk drive and memory spaces, previously thought to be casualties 
of languishing PC sales, are finding good demand from the expansion in data centres needed to store data and 
deliver Cloud services and more stable profitability profiles through industry consolidation. We think these 
companies could see significant re-ratings on their price multiples. 

This note was prepared by Marten & Co for QuotedData using publicly available information. Marten & Co is 
authorised and regulated by the Financial Conduct Authority. This is not advice. Nothing in this note is 
intended to encourage the reader to buy or sell the securities mentioned within it.
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