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FUND DETAILS 
 
Fund: Enterprise  
 
Managing Group: Margetts Fund Management Ltd  
 
Manager: Toby Ricketts 

 
 
PERSONNEL 
 

1. Please detail any significant changes to the personnel involved in the 
management of the fund and the analysis of underlying stocks/funds.  In 
particular, please detail the length and type of experience/qualification for any 
new team members. 
 
There have been no changes to the team members during the period. The 
Chair of the investment committee, Tim Ricketts, has taken a sabbatical for 
three months during which he is travelling around various Emerging Markets 
in Asia and beyond. 
 
This trip is primarily a ‘trip of a lifetime’ however Tim is also using the 
opportunity to get first-hand experience of various emerging economies to 
improve our understanding of the economic difficulties and opportunities 
which may exist. 

 
2. Please give an approximation of total funds under management by the team 

managing the portfolio. 
 

Circa £800m – No change  
 
 
 
INVESTMENT POLICY 
 

3. Has there been any change to your investment research systems or your style 
of management?   

 
No. 

 
4. What changes have you made to the Asset Allocation of the Fund? 

 
The overall allocation of the fund has not altered meaningfully except for a 
reduction in cash. 
 
The differential performance between developing and developed markets has 
been significant, and therefore top-ups from cash have been made to Asia 
and Emerging Markets to maintain the relative weightings of these areas 
within the fund. 
 
Weightings in UK, US and Europe have risen slightly due to the stronger 
performance from these asset classes. 
 



 
 
 
 
 

5. What is the rationale for these changes and what impact do you expect this to 
have on performance? 

 
The performance of the fund has been disappointing for four consecutive 
quarters for three key reasons. 
 
1. The Altus resources holding had a detrimental impact on performance in 

Q1 and Q2. 
2. Asia and Emerging Markets have significantly underperformed in Q2, Q3 

and Q4 with the falls beginning as a result of the taper announcement on 
22 May 2013. 

3. The value of sterling appreciated from the beginning of Q2 to the end of 
Q4 by 10%, reducing the value of overseas holdings in dollar terms. 
Further appreciation occurred against sterling from other currencies where 
we have exposure, such as the Indian rupee which fell by over 20% during 
this period. 

 
In hindsight, we can see that a valuation bubble built in Asia and Emerging 
Markets in 2009 and 2010 which we believed had corrected in 2011 but 
actually had further to go. The catalyst for the further bubble deflation was the 
announcement by the Fed of potential tapering on 22 May 2013. Investors 
believed increased borrowing costs would be negative for Asia and Emerging 
Markets, leading to strong outflows whilst the US market fundamentals 
improved, causing an increase in demand for US equities. Sentiment drove 
downward momentum in Asia and Emerging Markets, whilst increasing 
upward momentum in the US to the current position where valuations in Asia 
and Emerging Markets are significantly more attractive than the US. 
 
The history of Asia, Emerging Markets and Global returns for 20 years is 
shown below on a calendar year basis and provides some context of returns 
over time. The long term high risk and higher return dynamic of Asia and 
Emerging Markets can be seen and this also demonstrates the need for a 
longer term investment time horizon. 
 

 
 



 
  

 
 
 
The two best performing markets of 2013 were the US and Japan. Both of 
these markets pursued artificial stimulus programmes which created demand 
through the process of printing money. The tactical asset allocation of the 
Enterprise fund has little exposure to these markets whilst the benchmark has 
a significant weighting to these and other developed markets, which are 
closely correlated.  
 
From a consensus perspective, the US market appears to start 2014 with 
something resembling the ‘Greenspan Put’ which is a reference to a past Fed 
Chairman who would relax interest rates whenever markets entered a ‘tricky’ 
patch. Economic growth is improving and the Federal Reserve is willing to 
step-in should the position deteriorate. Low inflation provides plenty of 
flexibility for further stimulus if required and indications are that confidence is 
increasing. The success of fracking has greatly improved the ability of the US 
to generate oil and gas from its own resources and this is improving the trade 
deficit position, which should ultimately strengthen the dollar. With a stronger 
currency, little wage inflation and no anticipated increases in energy or food 
costs, it is difficult to see inflation becoming a problem in the short term. 
 
Whilst many investors are beginning the year with an overweight to US 
equities, we have concerns. The favourable fundamentals have already been 
priced in to some extent as a result of the 20% plus increase in US equities 
during 2013. The current favourable dynamics may have more relevance to 
explaining the returns during 2013, which we did not anticipate, rather than 
setting the tone for 2014.  
 
The benign view on inflation seems firm in the short term, but we have a 
sense of unease that the effect of QE will ultimately be inflationary. If the 
money supply is artificially increased, as has been the case, without a 
corresponding increase in output then inflation becomes probable. It appears 
that we are not alone as the cost of insurance against rises in inflation is 
increasing in US markets. If inflation begins to rise then the ‘Greenspan Put’ 
or ‘Yellen Put’ as it may now be known would be withdrawn as there would be 
reduced scope for supportive monetary policy.  
 
Higher inflation is also likely to be supportive for equities in commodity related 
markets such as Emerging Markets and Asia whilst US stocks may weaken.  
 
There is evidence that US stocks are running a little ahead of fair value due to 
exuberance whilst Asian and Emerging Markets are running behind. The FT 
published an article on 14 January 2014 pointing out that measures of value 
on a trailing P/E basis showed China was at the lowest level ever recorded, 
whilst the S&P 500 was above the long term average at 17.2. 
 
The lack of inflation being enjoyed by developed economies is partly due to 
the slowing of growth in China and a reduction in their consumption of raw 
materials. If growth continues to improve globally, as we expect, commodity 
price weakness will be short lived and US equity market performance will be 
reduced. 
 



 
  
 
 
 
The example of copper prices shown below demonstrates the deflationary 
effect of commodity price falls, but prices have been stable for six months and 
therefore the deflationary impact will lessen and would reverse if prices 
strengthen once more as global growth takes the surpluses out of the system. 
 
 

 
 
In summary, our rationale for the current asset allocation is that whilst we 
acknowledge that the weightings throughout most of 2013 could have been 
better, with increased US exposure we would not be comfortable adopting the 
right asset allocation for 2013 in 2014, especially given the valuation 
differentials which occurred last year, that now favour our current strategy.  
 
The low levels of inflation which US investors point to are expected to be short 
lived and in this case Asia and Emerging Markets will be favoured with high 
upside potential given the low base. 
 
Whilst the fund has held high weightings relative to the benchmark, the Asia 
and Emerging Markets weightings have been less than the strategic allocation 
for most of the year, and have been gradually increased to the current neutral 
position. 

 
6. What has been your portfolio turnover level and is this higher or lower than 

you would normally expect?   
 

The fund turnover figure is 43.37% which is revised from a figure for Q3 of 
49.83%. Both of these figures are on an annualised basis.  
 
This figure is a little higher than our expected turnover rate of 30% per annum 
however share class conversions post RDR have push the number higher 
artificially. 
 
As time moves forward the effect of the share class conversions will reduce 
and this is the reason for the fall this quarter. 
 
 
 
 
 
 
 
 



 
 

7. Are you confident that you have negotiated the best possible terms and have 
all discounts and rebates against initial charges and AMCs on underlying 
funds been negotiated by you and notified to Premier so that they can ensure 
these are received by the fund?  Are you actively aiming to reduce the TER of 
the fund? 
 
We are confident that the best terms available have been negotiated as we 
conducted a full review of share classes post RDR. Each new fund purchased 
requires due diligence on the available share classes to ensure that the most 
appropriate is purchased for the fund. 

 
8. Please list any funds that where the underlying TER of the fund NET of any 

rebate is greater than 1.5%.  (If yes please complete the additional TER slide 
in the IC quarterly presentation) 

 
There are no holdings which exceed 1.5% TER. 

 
9. Please supply 1 or 2 examples of good investments decisions you have made 

at stock level which have contributed to your performance. 
 

The MGTS Ardevora fund has returned 11.22% over Q4 against an average 
of 5.97%. 
 
The Newton Asian Income fund was reviewed in detail following poor 
performance. Following this due diligence the decision was taken to retain the 
fund despite the poor performance due to the track record of the manager and 
the investment process applied. Since this time the fund has returned to 
outperformance. 

 
10. Please also provide an example of a poor investment and how you have dealt 

with this to minimise the loss to the fund.  
 

The UBS Emerging Markets Income fund has been disappointing and a full 
review of this holding has been undertaken including a telephone conference 
with the UBS team. 
 
The fund has suffered due to exposure to weaker Emerging Market currencies 
and we were not entirely satisfied that the manager had conviction in the 
current strategy. A reduction to the holding has been made together with 
smaller reductions in other Emerging Market holdings to introduce a new 
holding. We have introduced the Fidelity Emerging Markets fund to give 
further diversification within the Emerging Markets element of the fund. 
 
There have been some stronger performing funds which have had exposure 
to currencies that have deprecated less during the recent market difficulties. 
At this stage we do not feel it will increase returns if we reduce weightings to 
oversold currencies by rotating from underperforming funds to out performing 
funds (fund jockeying). In addition we have seen a recent improvement in the 
performance of most holdings. 
 
The Aberdeen Emerging Markets fund remains problematic. The track record 
of the team is excellent and the process has been proved over a long period. 
However, recent performance has been very disappointing and we are 
concerned that fund outflows may be having a detrimental effect on 
performance. This holding is under review. 

 



 
11. How have you managed the cash content in the portfolio with a view to 

maximising the return to the fund? 
 
The cash position within the fund has been reduced to less than4% which is 
retained with the depository for normal liquidity requirements.  We do not 
believe there is any opportunity to increase returns from cash at present. 

 
12. Are you happy with your stock selection across each sector? 

 
We have been uncomfortable with stock selection over the recent quarter as we 
have seen the selection within the fund generally underperform against our 
expectations. 
 
As a consequence we have examined our rationale for each holding and 
generally found it to be sound. In this quarter there has been a rotation away from 
higher quality more defensive stocks into stocks which are cyclical in nature. We 
refrained from chasing this trend and stay with our core values. 
 
In recent weeks we have seen a rotation back towards valuation fundaments and 
most holdings have seen performance improvements. 
 

 
13. If, not what changes are you looking to make over the next quarter and why? 

 
Changes have been made to reduce the UBS Emerging Market Income fund and 
this holding remains under review and may be reduced further. 
 
The Aberdeen Emerging Markets fund and Asia fund are also under review due 
to disappointing performance and replacements are being considered. 

 
 

14. Are there any particular factors which you feel have affected the performance 
or volatility of the fund? 

 
The factors affecting performance have been outlined in detail in our response to 
question 5. 
 
The volatility of the fund has been in line with expectation but returns have been 
disappointing. 
 
The higher risk mandate and the investment process led to higher allocations to 
Asian and Emerging Markets and these are the key reasons for the 
underperformance. 
 
 


