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 TB SGIG Sector Average Quartile 

Q4 2021 +3.4% +6.1% 4 

1 Year +23.7% +18.7% 1 

Source: Saracen Fund Managers as of 31 December 2021 

 
 
 

 

 
Outlook 
 

We believe that we are at the beginning of the end of the Covid pandemic.  While we are 

probably at the turning point for interest rates, financial conditions remain loose and corporates 

and consumers have cash reserves and a desire to spend that should ensure a sustainable 

recovery for the global economy.  Earnings growth should remain supportive to equity 

valuations. 

 

Although we expect inflation to be less elevated in 2022, it will remain an issue.  Not only from 

raw material input costs, but potentially also from wage pressure, as employees take 

advantage of labour shortages to bid up salaries.  Demographics are unfavourable in most 

mature economies.  Companies will respond by investing to improve automation, energy 

efficiency and secure supply lines, while also enhancing their ESG credentials by reducing 

emissions and waste. We expect a material acceleration in capex. 

On the road to recovery 
rerrererecoveryrecovery! 
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This is expected to provide a healthy background to many industrial and more cyclical 

businesses and financials. 

 

While the reversal of Central Bank liquidity is likely to increase volatility, we believe it is still 

too early to be concerned by rising interest rates. 

 

Growth investing remains a crowded trade with fewer businesses leading the indices.  With 

earnings growth more prevalent in other areas of the market, we do not expect the mega cap. 

re-ratings to continue. 

 

 

Background 
 
We have not changed our views.  We expect a broad economic recovery based on loose 
financial conditions by Central Banks, supported by healthy corporate and household balance 
sheets. 
 
 
Corporate balance sheets are showing a 

sharp increase in cash holdings 

 Households still have large accumulated 

liquid savings to spend 

     
 
Source: ECB, Haver, Barclays Research       Source: FRB, BoE, ECB, Haver Analytics, Barclays Research 

 
 

Many sectors have largely retraced their progress from the vaccine rally in Q4 2020 (see chart 

below).  Investors have been frustrated by the delays in re-opening the economy after the 

identification of new Covid strains.  If we accept that the Omicron variant, while more 

infectious, is nevertheless relatively mild and given the high level of vaccinations in many 

countries, then perhaps, after almost two years, this is the beginning of the end of the 

pandemic. 
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Reopening plays are back to the lows 

 
 
Source: Bloomberg, Datastream, Barclays Research  
 

After a period of cash conservation by businesses, it should have been no surprise that when 

economies re-opened, demand quickly overwhelmed supply and the small amount of stock in 

warehouses.  As a result of this imbalance, prices rose. 

 

  
Highest inflation in a decade:  

Both core and headline inflation stayed at or near post-crisis highs 

 
 
Source: Bloomberg  
 

 

While there is a decent argument that many of these pressures will recede as companies 

invest and respond to demand, it has been surprising that many employees appear to have 

withdrawn from the labour market and most industries globally are experiencing labour 

shortages. 

 

The concern on inflation is that in these circumstances the bargaining power of labour has 

increased and will lead to higher ongoing operating costs and prolonged levels of above trend 

inflation. 
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Labour shortages are still high while utilisation levels have rebounded 

 
 
Source: Bloomberg, Barclays Research 
 

Cost pressures, and wages in particular, often fall hardest on small businesses; they have less 

scope to automate, substitute production to more cost-effective locations and generally have 

less pricing power.  

 

 

Wage pressure for small businesses:  

Record high for business raising wages and planning to do so 

 
 
Source: Bloomberg 
 

In some industries, such as agriculture or construction, past levels of labour supply are unlikely 

to return.  Similarly, in the rougher parts of manufacturing, such as painting or welding: these 

are hazardous jobs, requiring significant amounts of personal protection equipment.  

Automation can reduce hazards and improve quality.  Businesses will invest to respond to 

shortages and to new rules and regulations.   
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There is also much more pressure on Directors and businesses on meeting near-term ESG 

targets.  Many Executives have bonus schemes tied to environmental targets, so they will be 

taken seriously.  Most are focusing on energy efficiency, automation and digitalization.  This 

will require spending not just on hardware products to deliver the improvements, but also 

software that ties the hardware together to improve the overall solution.   

 

The chart below left highlights the low levels of capex to depreciation in both Europe and the 

US and on the right, signs that a shortage of equipment is a factor in limiting production. 

 

Capex to depreciation is at historical lows in 

Europe and the US 

 Equipment shortage is a key constraint on 

production, as inventory is at historical lows 

    
 
Source: Datastream, Barclays Research       Source: Haver, Barclays Research 

 

This is broken down on a sector basis in the chart below.  In many sectors capex is running at 

historically low levels.  Given the arguments presented above on automation, capacity, enery 

efficiency, and the ambition to achieve ESG targets, it looks likely that capex will pick up 

sharply from these levels. 

 

Capex to depreciation across European sectors 

 
 
Source: Datastream, Worldscope, Barclays Research 
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Balance sheets are robust and will be able to fund this investment.  Businesses that can 

embrace these trends and support their customers are likely to enhance their rate of growth.  

While investors have already rewarded some of the leaders, there remain many attractive 

opportunities that are in less ‘obvious’ sectors where investment is driving a transformation in 

their business. 

The reversal of Central Bank liquidity measures and rising interest rates always signal a 

nervous time for investors and typically leads to increased volatility.  We are just at the 

beginning of this process, and we remain confident that policy will remain accommodative to 

ensure the recovery is not prematurely extinguished. 

 

Nevertheless, there are a few flashing warning lights that should give investors cause for 

concern.  Some valuation measures appear stretched when compared to historic levels and a 

decreasing number of large companies are driving index returns. 

 

As ever our objective is to own undervalued shares and to avoid the potential savage derating 

when expensive shares do not match market expectations.  As can be seen in the charts 

below on a Price to Sales measure, markets appear stretched.  The value of businesses 

trading on a forward P/S multiple of above 20X has never been greater.  There appears to be 

many similarities with previously recorded market bubbles.  

 
 
Price/Sales ratios have never been higher: 

S&P 500 looks historically expensive 

 
Total Market Cap of Stocks with P/S > 20x 

     
 
Source: Bloomberg         Source: Kailash Capital 

 

In addition, market breadth has narrowed to the point that the largest five businesses now 

account for over a quarter of the S&P 500 by value.  In many cases this has occurred primarily 

through multiple expansion (higher PER), rather than from growth in earnings. 

 

Already four out of 10 Nasdaq companies have seen their market value fall by 50% from their 

52-week high.  It would be surprising if the largest businesses were able to avoid any de-

rating. 
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US market is exceptionally concentrated 
 Without the 5 biggest stocks, the Nasdaq is 

deeply negative for 2021 

    
Source: Per Stirling Capital Mgmt       Source: S&P Global Research, Per Stirling Capital Mgmt 

 

As ever, we do not believe that we (or others) will be able to call the top in this trend.  However, 

with earnings growth more prevalent in other areas of the market, premiums on the select few 

shares driving the indices should decrease and market breadth should improve.  

 

May we take this opportunity to thank you for your support and send our best wishes for the 

New Year!  

 

 

Graham Campbell 

Bettina Edmondston 

 

31st December 2021 

 
  

Fund Review 
 

The fund had a strong finish to the quarter and 2021 as so called Value shares outperformed 

Growth names in December.  However, this was not enough to offset the weaker months of 

October and November when fears about Omicron hurt cyclical shares.  During Q4 Healthcare 

names were the strongest contributors amid positive results for experimental oral Covid-19 

drugs for Pfizer and Merck.  Industrials were helped by a strong performance from Schneider 

and Rockwell.  Materials were a mixed bag but dragged down by Johnson Matthey’s fall after 

the company decided to exit its eLNO battery business.   

 

Sector 
Average 
Weight 

Contribution 
to Portfolio  

Healthcare 15.1% 1.7% 
Industrials 14.9% 1.3% 
Energy 4.0% 0.3% 
Information Technology 9.8% 0.5% 
Financials 20.4% 0.7% 
Consumer Discretionary 7.8% 0.2% 
Communication Services 4.9% 0.1% 
Consumer Staples 6.5% -0.2% 
Materials 16.1% -0.4% 

    
  Source: Saracen Fund Managers, Refinitiv Eikon. Data close to close (fund valuation noon to noon) 
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Our top 10 contributors were a mixture of Healthcare names (Pfizer, Roche, Novo Nordisk), Industrials 

(Schneider, RELX), Financials (UBS, HSBC) and some company specific performers (Cisco, Avient 

and Chevron).  Materials (Johnson Matthey, Heidelberg Cement and Fuchs Petrolub) were the main 

negative contributors while some Financials (AIB, Svenska Handelsbanken and Barclays) 

underperformed.  

 

Top Contributors    Top Detractors   

Name 
Average 
Weight 

Contribution 
to Portfolio  Name 

Average 
Weight 

Contribution 
to Portfolio 

Cisco 3.6% 0.59%  Johnson Matthey 2.1% -0.58% 
Schneider 2.9% 0.48%  Danone 3.3% -0.35% 
Pfizer 1.2% 0.44%  HeidelbergCement 2.6% -0.29% 
Roche 3.4% 0.42%  AIB 2.3% -0.27% 
UBS 3.3% 0.36%  Svenska Handelsbanken 3.2% -0.14% 
Avient 1.8% 0.33%  Fuchs Petrolub 2.5% -0.12% 
Novo Nordisk 2.1% 0.33%  Intel 2.8% -0.09% 
HSBC 2.3% 0.32%  eBay 2.2% -0.05% 
RELX 2.5% 0.32%  Barclays 3.6% -0.04% 
Chevron 2.1% 0.31%  Deere 0.6% -0.02% 
 
 
    

 

  
       

 

 

 

 

 

 

     
Source: Saracen Fund Managers, Refinitiv Eikon. Data close to close (fund valuation noon to noon) 

 

Top contributors 

 

Cisco (+16.7%) finished the year strongly after a short set back in November.  Software growth in Q1 

(ended in October) was muted due to the timing and revenue recognition of a large shipment which was 

delayed into Q2.  Having said this, it looks like Cisco is gaining market share in cloud computing with 

orders growing over 200%.  We expect Cisco to be a main beneficiary of increased IT capex in 2022, 

which is not yet reflected in its attractive valuation of 17.8x 1Y FWD PE (source: Refinitiv Eikon). 

 

Schneider Electric (+17.1%) had a positive CMD in November where the company announced above 

market expectations new financial targets of 5-8% organic growth in 2022-24 and an adjusted EBITDA 

margin of 18-19% by 2024.  The main growth driver is increased sales contribution from software and 

services with a meaningful growth in recurring revenue, which has a positive impact on margins.  But 

Schneider is also gaining market share after the company repositioned itself to become a leader in low 

voltage products with a fully integrated approach.  We expect Schneider to benefit from secular growth 

in datacenters, building automation, smart grid and electrification of fossil processes.  This is reflected 

in an increased valuation of the shares, which we believe is warranted for the growth prospects in 

coming years.   

 

Pfizer (+32.7%) presented the results of its highly effective Covid-19 drug in November, which was duly 

followed by a contract with the US government for 10m doses by the end of 2022.  Pfizer is also 

negotiation with the EU and other developed nations.  It also saw continued strong demand for its 
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vaccine and booster shots as Omicron cases rose.  While earnings from its Covid portfolio will be strong 

over the next year we were getting concerned about Pfizer’s core business and pipeline.  We used the 

strength in Q4 to exit our position (see more below).  

 

In November Roche (+13%) agreed with Novartis to buy back 33.3% of Roche’s voting shares.  The 

buy back will be accretive for Roche shareholders and the free float will increase.  The company also 

had multiple positive study read outs and announced that it received Breakthrough Therapy Designation 

(BTD) from the US FDA for its beta amyloid targeting drug, gantenerumab, for the treatment of 

Alzheimer's disease. 

 

UBS (+11.6%) and HSBC (+15%), like many other Financials, benefitted throughout the quarter from 

steepening yield curves on the back of Central Banks’ comments that interest rates might have to rise 

earlier than previously expected.  In December, the Bank of England followed suite with a 0.24% rate 

in its base rate.  It is now expected that the Fed will start raising interest rates in H1 2022.  A tightening 

of fiscal policy will be beneficiary for banks, and we are maintaining our financial exposure close to our 

self-imposed limit of 20%. 

 

Avient (+20.7%) surprised the market at the start of October with a 12% dividend increase, which was 

followed a couple of weeks later with record Q3 results. The company also held a positive CMD in 

December.  

 

Novo Nordisk’s (+15.5%) positive performance from last quarter continued into October and 

November on the back of a strong launch of Wegovy, its once weekly injection for chronic weight 

management in adults with obesity or overweight.  Although it was known that there were capacity 

constraints due to the exceptional demand, the additional temporary stoppage of syringes deliveries 

put a big damper on the shares in December.  We saw this as an overreaction and used the opportunity 

to increase our holding in Novo Nordisk.  

 

RELX’s (+11.9%) shares experienced a strong rerating during Q4 as Q3 results reassured the market 

that the company is on track to sustainable increase its organic growth rate towards 5%.  

 

Chevron (+16.5%) beat Q3 estimates on EPS and cashflow due to upstream and downstream earnings 

being 20% above estimates and on a significantly lower capex than expected.  The company wants to 

remain disciplined on capex into 2022 and indicated an increased share buy back programme going 

forward.  

 

 

Top detractors 

 

Material names were the main performance detractors for the fund in Q4.   

 

Johnson Matthey (-23%) surprised the market with the decision to exit its eLNO battery business and 
the retirement of its CEO.  Although the market hadn’t expected much in terms of profit from this source 
for the next few years, the abrupt change led to a stark derating of the shares.  Management appear 
rational to exit a start-up before large investments as the returns were diminishing.  While the trend 
towards electric will keep the pressure on the Clean Air division, regulatory tightening will require more 
sophisticated and higher value catalysts.  The Efficient Natural Resources division will benefit from 
improvements in the global economy and corporate capex.  The company has still other growth levers, 
especially their strong position in hydrogen manufacturing, which is less capital intensive and plays to 
their strengths in surface chemistry.  Although the (new) management will have to prove itself, the 
current consensus forecast of mid to high single digit top line growth and 9% EPS CAGR over the next 
two years is not reflected in the 1Y FWD consensus PE of 9x (source: Refinitiv Eikon).  The shares are now 
the cheapest they have been in over 12 years and offer a great long term investment opportunity, 
especially with a dividend yield of 3.5%.  
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Heidelberg Cement’s (-10.3%) Q3 results underwhelmed the market as pricing could not offset input 

cost pressures to the same extent as at other cement producers.  This is partly due to lockdowns in 

Asia preventing price increases to go through.  However, Heidelberg has a clear path to higher 

profitability next year with double digit price rises already implemented in some markets.  The shares 

were also hit by Covid concerns with the onset of Omicron in November and renewed lockdowns in 

Central Europe.  With a consensus 1Y FWD PE of 7.7x and a dividend yield of 3.5% (source: Refinitiv 

Eikon) we believe market participants still see Heidelberg as a price taker instead of a company with 

pricing power going forward.  

 

Fuchs Petrolub (-4.5%) equally suffered from lockdowns in Europe and concerns that Omicron would 

mean a set back to trading.  

 

Danone (-9.7%) had two set backs during the quarter which seemed unproportional.  In October, the 

company beat organic growth expectations and reiterated its FY margin target.  Nevertheless, the 

market derated the shares.  In November, an announcement by the Chinese government to promote 

increased breastfeeding amongst newborns resulted in another set back to Danone’s share price.  

However, ca. 80% of Danone’s exposure to China’s baby food sector is aimed at babies older than 6 

months and therefore wouldn’t fall under the new government plan.  On a group level, even if Danone 

lost all its infant formula revenue from Chinese babies less than 6 months old, the impact on EBIT would 

be only around 1-2%.  We expect a new strategic plan from the incoming CEO Antoine de Saint-Affrique 

at the upcoming CMD in March to bring more clarity and could potentially include some asset disposal, 

which would trigger a rerating of the shares.  

 

AIB (-11%) had a mixed trading update in November with slightly better than expected revenue and a 

solid CET1 ratio of 16.6%.  However, loan growth was less than expected and costs were slightly higher 

than forecast.   

 

Handelsbanken (-4.3%) announced that they will exit their operations in Denmark and Finland, which 

account for ca. 5% and 3% of group profits respectively.  Although this is expected to increase 

Handelsbanken’s CET1 ratio it might be earnings dilutive in the short term.  

 

Intel’s (-3.1%) Q1 report in October disappointed due to weak Cloud revenue amid softer China 

demand and supply issues. Also, Intel’s 2022 capex guidance of $25-28bn in order to drive double digit 

revenue growth was not taken well.  However, towards the end of the quarter the shares had recovered 

most of its losses as the company started to show proof of its accelerated chip development, which 

should get it back to a leadership position and strong top line growth.  Neither is reflected in consensus 

numbers.  

 

eBay (-4.7%) announced a change to Gross Merchandise Value definition to align with customer money 

flows on its platforms as eBay’s visibility into transactions has increased.  There is no meaningful 

change to underlying performance though.   

 

 

Portfolio Changes 
 

During October we sold our position in American Express after the shares doubled since our purchase 

in March 21 and the dividend yield fell below 1%.  

 

In November, we initiated a position in Deere (see our blog), which was financed by taking profits in 

other positions. 

 

https://www.saracenfundmanagers.com/blog/portfolio-update-deere/
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After a phenomenal strong run in recent months we sold our holding in Pfizer in December.  While 
earnings from its Covid portfolio will be strong over the next year we were getting concerned about 
Pfizer’s core business and pipeline.  We used the proceeds to re-initiate a position in AstraZeneca.   
 

 

SGIG Portfolio strategy 
 

The fund remains cheap on all metrics. The table below highlights its value characteristics. It is 

important to point out that there has been no style drift with the fund. It remains firmly in the large cap 

Value bucket yet with high quality characteristics. This fund is expected to benefit from a cyclical upturn. 

 

SGIG value characteristics versus FTSE All World index 

Characteristic TB SGIG FTSE All World +/- 

P/E 1Y FWD 12.3 19.5 -7.2 
Dividend Yield 1Y FWD 3.5% 1.8% +1.7 
P/CF 1Y FWD 12.0 35.3 -23.3 
Net Debt/EBITDA 1Y FWD 1.2 2.2 -0.9 
Return on Capital Employed 16.3% 17.0% -0.7 
Refinitiv ESG Score 77.9 70.5 +7.3 

 
Source: Refinitiv 31/12/21 

 
 
Drilling into our top ten holdings, we would highlight again the relative low valuations and attractive 
yields with an average of 13.6x Y1 PE and 3.1% yield based on concensus estimates.  
 

SGIG top 10 holdings 

Name Portfolio weight P/E 1Y FWD Dividend Yield 1Y FWD 

Cisco 4.0% 18.0 2.4% 

DBS 3.7% 11.9 3.7% 

Saint Gobain 3.6% 11.7 3.0% 

Danone 3.5% 15.7 3.5% 

IBM 3.5% 13.0 5.0% 

Roche 3.5% 18.2 2.5% 

Interpublic 3.4% 14.3 2.9% 

UBS 3.4% 9.2 2.3% 

Barclays 3.4% 7.1 3.3% 

Johnson & Johnson 3.3% 16.5 2.5% 

Top 10 average 35.3% 13.6 3.1% 

 
Source: Refinitiv 31/12/21 

 

We pointed out in our Q3 Quarterly that after an initial rally in more economically cyclical businesses in 
Q4 2020 the market pulled back during 2021 and bond yields retreated again.  It felt like a roundtrip 
and we saw a second chance at a reopening trade.  While Omicron put a short term stop to this, we 
feel we are getting closer to the (hopefully) final re-opening of economies in 2022.  Combined with a 
step towards normalisation in supply chains, increased fiscal spending and higher interest rates, this 
should be a very favourable back drop for cyclical shares.  
  

We, therefore, retain large weightings in selective companies that are classified in the following 

sectors:   

• Industrials 

• Materials  

• Financials  

• Healthcare  
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And we continue to find limited value in bond proxies like:   

• Consumer Staples (underperform in a rising interest rate environment) 

• Utilities (limited growth and too much debt) 

• Telecoms (limited growth and too much debt) 

 

 

Source: Saracen Fund Managers as at 31/12/21  

The fund’s sales exposure remains closely aligned with global GDP distribution:   

SGIG geographical split 

 

Source: Saracen Fund Managers as at 31/12/21  
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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 94%. There is no formal 

benchmark for the fund, although we do report performance against the IA Global Equity 

Income Sector.  

 

We aim to invest in global-leading businesses which can 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 of more than 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 more than 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. 

 

 

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

 

Graham Campbell (graham@saracenfundmanagers.com) or  

Bettina Edmondston (bettina@saracenfundmanagers.com)  

 

0131 202 9100 

mailto:bettina@saracenfundmanagers.com
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Important information:  
This information should not be construed as an invitation, offer or recommendation to buy or sell investments, shares or 
securities or to form the basis of a contract to be relied on in any way and is by way of information only. The historic yield 
reflects distribution payments declared by the fund over the previous year as a percentage of its share price. Taxation levels, 
benefits and reliefs may all vary depending on individual circumstances and are subject to change. Subscriptions will only be 
received, and shares issued on the basis of the current Prospectus, Key Investor Information Document (KIID) and 
Supplementary Information Document (SID). These are available, in English, together with information on how to buy and sell 
shares, on-line at www.saracenfundmanagers.com. Issued by Saracen Fund Managers Ltd, 19 Rutland Square, Edinburgh, 
EH1 2BB, authorised and regulated by the Financial Conduct Authority. Registered in Scotland No. 180545. 
 
Risk factors you should consider before investing: 
Past performance is not a guide to future performance.  The value of investments and the income from them may go down as 
well as up and you may get back less than the amount invested. A full list of the risks applicable to this Fund can be found in 
the Prospectus. All fund performance figures calculated on a single price basis. 
 
This Quarterly Commentary is for professional Investors only. 
 
Investment Manager - Saracen Fund Managers Ltd, 19 Rutland Square, Edinburgh, EH1 2BB Tel: 0131 202 9100/ Fax: 0131 221 
1895 
 
ACD & Fund Administrator – T Bailey Fund Services Limited (TBFS), 64 St James’s Street, Nottingham, NG1 6FJ Tel: 0115 988 
8274    
Custodian – The Northern Trust Company, 50 Bank Street, Canary Wharf, London, E14 5NT 
 
Depositary – NatWest Bank PLC, 135 Bishopsgate, London, EC2M 3UR 
 
Regulatory Status: 
FCA Recognised: Yes 
Scheme Type: OEIC            
 
Issue date – 11 January 2022 
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