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The Enterprise Fund

“Investing in high growth economies in a low growth  world”

Toby Ricketts

CEO

The Sentinel Enterprise fund is managed on a higher risk basis. The fund targets 
faster growing economies and companies with the objective of producing higher 
long terms returns.

A significant part of the portfolio is allocated towards Emerging Markets and Asia. 
This presentation reviews current performance, asset allocation and also the 
investment case for the current exposure to faster growing global economies.
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> Notices

Margetts Fund Management Ltd is authorised and regulated by the Financial Conduct Authority

This presentation is being made in conjunction with Sentinel

This presentation is intended to provide information and nothing contained herein should be 

considered as advice

The value of investments and the income derived from them can fall as well as rise

You should carefully consider the risk of any investment and ensure that it is suitable for your 

requirements

Source: Thomson Reuters Datastream for graphs unless otherwise stated

These are important regulatory notices.

Nothing within this presentation is intended as advice. All potential investors 
should take professional financial advice before making any investment 
decisions.
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> Fund Performance

This performance graph shows how the fund has performed since Margetts were appointed as the 
investment adviser on 3rd September 2012.

The fund has grown considerably over this period having returned 17.31%. The benchmark has 
returned 15.33% and therefore the outperformance of the fund is just below 2% over this period.

The high levels of return have been due to favorable global investment conditions which began in 
May 2012 when Mario Draghi, president of the European Central Bank, pledged to do whatever it 
took to save the Euro. This was seen as a major turning point in the Euro crisis and lifted market 
sentiment.

This positive sentiment was further increased when US politicians reached an agreement in 
January 2013 to avoid the ‘fiscal cliff’ which would have limited further US borrowing.

The level of returns generated over this period are not sustainable at the current rate and whilst 
news flow has been positive there are on-going risks. The Euro crisis remains troublesome and 
US spending cuts are now taking effect which will reduce growth. The US stock market has 
performed particularly strongly but is supported by quantitative easing at the level of around 
$85Bn per month.

Japan have further added to the quantitative easing operations globally and are printing around 
$75Bn per month. The implications for global inflation and investment returns need to be carefully 
considered as these actions have no obvious precedent. 

We continue to believe that above inflation returns are available over the medium and longer term 
however we expect market returns to adjust to lower levels following recent strong rises. 
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> Asset Allocation (3rd May 2013)

The asset allocation for the fund as at 3rd May 2013 is shown on this side.

The exposure to Asia and Emerging Markets is highlighted and currently totals 
65% which is approximately two thirds of the portfolio.

During the past six months the asset allocation has changed with reductions 
made to UK exposure from 17% to 6% and Emerging Markets increased from 
22% to 31%. Cash was briefly increased to around 10% from UK disposals 
towards the end of January and re-invested into Emerging Markets in April 
following the market falls as a consequence of the Cyprus bailout.

US exposure was also reduced from 10% to 6% although most of this reduction 
was off-set by the purchase of a global fund which targets sustainable business 
models and has a high US allocation.
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> Asia and the Emerging Markets

This slide shows the growth rate of most global economies in 2011. The GDP 
growth rate is shown by the size of the circle. Blue represents positive growth 
whilst orange represents negative growth.
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> Asia and the Emerging Markets

This is the same as the previous slide however the traditional Western 
economies are highlighted to draw attention to the very small levels of GDP 
growth currently being experienced by these economies.

Outside of these economies it can be seen that there are a number of economies 
experiencing high levels of growth and these are typically within Asia and 
Emerging Markets.

There are several definitions of Emerging Markets however the generally 
accepted rule is that economies with low to middle per capita income are 
emerging economies. It is for this reason that China is an Emerging Market 
despite being the second largest economy by output as it has a much higher 
population than the US and therefore per capita income is much lower.

This slide illustrates the number of potential economies with high growth rates 
which can be considered for investment. High levels of economic growth will 
generate opportunities for investment profits.

However higher risks are also often present in these economies as they may 
have weak regulation, unreliable legal systems, ineffective banking systems and 
corruption for example.
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> Some economic growth rates (2011)

UK
• UK – 0.8%
• USA – 1.7%
• Germany – 3.0%
• Hong Kong – 4.9%
• Estonia – 8.3%
• China – 9.3%
• Mongolia – 17.5%

The 2011 growth rates for various economies are shown above to highlight the 
significant differences in growth rates.

These figures are the most up to date where a full comparison can be made as 
all revisions have now been made to the 2011 figures. Since this time we know 
that growth within the UK and Eurozone remain low whilst China has also slipped 
back but remains at 7.8%.
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> Sovereign Debt

UK
EM and Asia do not have the high debt levels of Western economies 

The graphic shows the level of sovereign debt for most global economies as a 
percentage of GDP.

Green indicates a low level of debt whilst red is a higher level of debt. 

This illustrates the high level of debt of Western economies and particularly the 
US, Europe and Japan whilst Asia and Emerging Markets have much lower 
levels of sovereign debt.

The cost of servicing debt and ultimately repaying is a headwind to growth. At the 
moment, largely as a result of QE, the cost of borrowing for Western economies 
is very low and therefore the negative effects of carrying a high level of debt are 
not apparent. However it is likely in our view that the costs of re-financing debt 
will rise and this will act as a drag on over indebted economies whilst those with 
lower levels of debt will provide stronger investment returns. This provides a long 
term structual advantage to Asia and Emerging Markets.
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> Favourable Demographics

UK

Emerging Markets / 
Asia

The bar chart above shows the percentage of the population of various countries 
which are aged above 65 in 2010.

It is generally believed that a younger population is more productive whilst a high 
proportion of older people will reduce growth rates due to the level of care 
required.

Asia and Emerging Markets generally have a more balanced demographic and 
as a result have a lower number of old aged citizens. Japan has the highest 
elderly population as a percentage followed by the UK and the average for OECD 
countries.
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> Population

UK

The pie chart shows how the global population is split geographically.

The global population is currently estimated to be around 7 billion of which 4.2 
billion live in Asia which is around 60% of the total population.

China and India have the highest populations at around 2.5 billion in total.

This illustrates how relatively small Western markets are in population terms 
when compared to the global population. Asia and Emerging Markets have an 
abundant labor force who are beginning to aspire to Western standards of living.

This changing trend towards consumerism is a fundament shift and the size of 
the population involved is expected to create a long term increase in local 
demand.
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> Expertise can add value

UK

The US market is considered to be the most efficient stock market in the world. 
This means that stock prices change to reflect information quickly and that it is 
very difficult for a fund manager to add value by anticipating market moves.

The graph above shows the average US fund manager performance against the 
S&P 500 which measures the performance of US stocks over a five year period.

It can be seen that the average manager has performed very similarly to the S&P 
500 but not been able to add any value. It should be noted that there are 
individual fund managers who have added value but, on average, fund managers 
have underperformed the market is the US.
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> Expertise can add value

UK

Emerging markets are not considered to be as efficient as developed markets 
and consequently fund managers are often able to gain an advantage by 
researching companies and markets in depth.

This is because there are fewer participants in these markets and the flow of 
information is not as efficient. 

The graph above shows that the average fund manager has been able to 
outperform the market index. The graph also shows one of the holdings within the 
Sentinel Enterprise fund, Aberdeen Emerging Markets, which has provided 
considerable additional performance. This fund has a number of managers who 
are located in many of the markets in which the fund invests. This local 
knowledge has provided a significant advantage to investors.
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> Summary of the case for Asia and EM

UK
• High economic growth rates
• Vast population
• Favourable demographics
• Low debt
• Changing trends – local demand
• Opportunities for active management
• Sustainable business models and dividends

In summary Asia and Emerging Markets offer the following advantages.

Higher economic growth rates in an environment of low global growth.

Vast populations with changing consumer trends which will allow many of these economies to 
transform from export driven to a balance of local demand and exports. The number of new 
consumers being created is estimated to be equivalent to the population of the UK each 12 
months.

The demographic of many of these economies is well spread without the ‘baby boomer’ profile 
which affects the Western economies.

In many cases these economies are not facing high levels of sovereign debt which is likely to slow 
Western economies as borrowing costs begin to increase.

These investment markets are often less efficient than Western Markets which can provide 
opportunities for fund managers to add value.

Companies with sustainable business models can be identified and also many paying dividends.


