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The investment objective of the Fund is to grow the value of your investment (known as “capital
growth”) in excess of the MSCI United Kingdom Investable Market Index (IMI) Net Total Return
(the “Benchmark”) over a rolling 5 year period, after the deduction of fees.

ES R&M UK Recovery Fund
Quarter 2, 2020

Source: River and Mercantile Asset Management LLP. Benchmark is the MSCI UK Investable Market index, net GBP.
Fund performance shown is of B share class (income units) which is net of an annual management charge of 1.00% per annum, and the Z 
share class (accumulation units) which reflects the fund’s gross performance before any fees are deducted. Inception date of the B share 
class is 1 April 2009 and inception date of the Z share class is 17 July 2008. Fund performance is calculated using the midday published 
price. Please note that the benchmark performance is calculated using close of business mid-market prices. 
Other share classes may be available. Past performance is not a reliable indicator of future results.

Performance (net of fees)

Portfolio Summary & Key Risk Characteristics

B share class Benchmark Difference
3 Months 16.3% 9.2% 7.1%
1 Year -15.7% -14.7% -1.0%
3 Years p.a. -3.8% -2.2% -1.6%
5 Years p.a. 2.5% 2.4% 0.1%
Since Inception p.a. 13.1% 8.5% 4.6%
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Fund Objective

Performance (gross of fees)

Z share class Benchmark Difference
3 Months 16.6% 9.2% 7.4%
1 Year -14.9% -14.7% -0.2%
3 Years p.a. -2.8% -2.2% -0.6%
5 Years p.a. 3.5% 2.4% 1.1%
10 Years p.a. 10.6% 6.4% 4.2%
Since Inception p.a. 10.0% 5.8% 4.3%

Fund AUM £173.8m P/E FY1 8.3
Strategy capacity £500m Dividend yield 3.5 %
Inception date 17 July 2008 Price to Sales 0.63
Holdings (UK/Non-UK) 224/56 Price to Book 1.01
Largest holding Prudential   2.3 %

The Synthetic Risk and Reward Indicator (SRRI) is based on how much the returns of the shares have varied over the last
five years, or since launch (whichever is the shorter period). The higher the rank the greater the potential reward but also
the greater the risk of losing money. For more details please refer to the Key Investor Information Document.

http://riverandmercantile.com/Asp/uploadedFiles/file/KIIDs/RandM_UK_Equity_Long_Term_Recovery_Fund_B_Inc.pdf
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 Economies around the world bottomed-out in April, with the recovery starting to come through in May 
and June, relatively V-shaped so far. 

 Equity markets rallied robustly as the threat of Covid-19 peaked, as economies and corporate profits 
bottomed-out and as very supportive monetary and fiscal policy kicked in. 

 Our key investment factor, value, had another difficult quarter. It is highly unusual for value to 
underperform during economic recovery periods, so this is a very significant anomaly that needs some 
explaining. Suffice it to say that growth and quality have benefited from falling interest rates, relatively 
strong corporate fundamentals through the Global Covid Crisis (GCC) and crisis-related flows of 
liquidity. Value has not benefited from these. 

 As a result of this further weak period for value the anecdotal evidence of investors ‘giving-up’ on this 
time-honoured approach has become marked; some very high-profile value managers have left the 
marketplace. 

 However, value will be back. As I just mentioned, value nearly always does well in an economic 
recovery period, especially if that recovery happens at a time when value is relatively attractively 
priced, which it most definitely is today. What is likely to happen at some point over the next few 
quarters is this: global economies will continue to recover; the massive monetary and fiscal stimulus 
will continue to positively impact; deflation will turn to reflation; bond yields will bottom-out; growth 
and quality stocks’ relative fundamentals will peak as more cyclical value stocks start to see profits 
recover and brought forward digital spending struggles to preserve the momentum embedded in 
many growth and quality stock share prices; and finally, liquidity and passive based investing may 
change direction as momentum shifts from deflation to reflation beneficiaries. 

 I, like fellow Liverpool FC fans, have continued to believe during the dark times for the club, as well-
articulated in this article by Research Affiliates: 

 Indeed if you were a visitor to Earth from Mars, and all you had was a deep set of data on factor 
returns and economic and profit cycles over the last 100 years (since proper equity markets began) 
and you set yourself the ten key tests on whether now was the time to invest in value, recovery and 
multi-cap stocks then the answer to all those key tests would be very supportive. Now is, at least 
according to the data, the best time to invest in value, recovery and multi-cap that I have seen in my 
career.  

Market returns and our performance 

 Equity markets rebounded strongly, led by the safety first and liquid US market and followed by others 
to varying degrees depending on perceived ongoing risks. The UK market was strong, though 
handicapped by an underwhelming management of the Covid crisis and returning Brexit worries. The 
MSCI UK IMI returned +8.8%, the MSCI ACWI +19.2%, the MSCI World +19.4% and MSCI EM +18.1%. 
The MSCI UK Enhanced Value index returned 10.0% and the MSCI ACWI Enhanced Value index 10.9%. 

 
Total Return performance of major global financial assets in Q2 (in local currency) 

 

 
Source: Deutsche Bank, Bloomberg Finance LP, Mark-It 
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domestic stocks that are temporarily disliked (Capital & Counties, Persimmon, Premier Miton, JD 
Wetherspoon). 

 Our activity over the last quarter has focused on adding to the above, with significant purchases of 
Lloyds, JD Sports, Volvo, Hunting, ING, Bank of Ireland, Senior, Meggitt, Capital & Counties, Resideo and 
Walt Disney. Sales have included taking full profits where our PVT thesis has been delivered, including 
CMC, Tingyi and Sabre Insurance, top-slicing into relative strength (Helios Towers, Impax, Reckitt, Strix) 
or re-focusing capital towards higher conviction ideas (Kaz Minerals, Cerved). 

Are we following our PVT philosophy and process and a consistently articulated style and 
factor bias? 

 Yes. The portfolio remains clearly skewed towards high scoring MoneyPenny stocks; it has a clear value 
bias; it has exposure to all four of our categories of potential but with a greater tilt to recovery and 
asset-backed due to the richer anomaly set in this part of the market; it is a multi-cap portfolio. 

Team and investment philosophy updates 

 In previous reports, we have mentioned continued investment in the PVT team despite the value 
headwinds. This is now very much in place, with James Sym (to launch our European Equity strategies 
and support our global franchise), Alexander Stout (Global Analyst) and Laura Corbetta (Quantitative 
Analyst) all having started (from home sadly) in June. 

 As a team, we have, led by Gary Dowsett, spent a considerable amount of time formalising our own 
core sustainability beliefs to act as a long-term foundation for this now key part of investing. The key 
pillars of Sustainable PVT are People, Innovation and Environment which better reflects our beliefs 
than ESG.  

Outlook 

 Equity markets have perhaps recovered ahead of many people’s expectations and, given the many 
Covid-19 related uncertainties, will remain volatile. 

 However, the global economic and profit cycle has now bottomed-out. 

 Medium-term valuation metrics in most equity markets, outside of the momentum-driven US market, 
remain supportive, most notably in the UK. 

 This portfolio is very modestly valued and has a well-diversified exposure to companies that will be 
able to grow profits and cash flow robustly from this current low point. This should allow for attractive 
absolute and relative returns. 

Thank you for your continued support and patience. 

 

 

Hugh Sergeant 
Head of Value and Recovery Strategies, PVT Equities 
July 2020 
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The information in this document has been prepared and issued by River and Mercantile Asset Management LLP (trading
as “River and Mercantile” and “River and Mercantile Asset Management”) registered in England and Wales under
Company No. OC317647, with its registered office at 30 Coleman Street, London EC2R 5AL. River and Mercantile Asset
Management LLP is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 453087), is
registered with the U.S. Securities and Exchange Commission as an Investment Adviser under the Investment Advisers Act
of 1940.

River and Mercantile Asset Management LLP is a subsidiary of River and Mercantile Group Plc which is registered in
England and Wales under Company No. 04035248, with its registered office at 30 Coleman Street, London EC2R 5AL.

Equity Trustees Fund Services Ltd (the ACD for ES River and Mercantile Funds ICVC) is authorised and regulated in the UK
by the Financial Conduct Authority (Firm Reference Number 227807).

This document is directed at professional and retail clients. The information in this document should not be relied on or
form the basis of any investment decision. Retail clients requiring any information should seek the advice/assistance of a
Financial Advisor. The information contained in this document is strictly confidential and must not be reproduced or
further distributed.

The value of investments and any income generated may go down as well as up and is not guaranteed. An investor may
not get back the amount originally invested. Past performance is not a reliable guide to future results. Changes in
exchange rates may have an adverse effect on the value, price or income of investments. Please refer to the ES River and
Mercantile Funds ICVC principal prospectus for further details of the financial commitments and risks involved in
connection with an investment in this Fund. The information and opinions contained in this document are subject to
updating and verification and may be subject to amendment. The information and opinions do not purport to be full or
complete. No representation, warranty, or undertaking, express or limited, is given as to the accuracy or completeness of
the information or opinions contained in this document by R&M, its partners or employees. No liability is accepted by
such persons for the accuracy or completeness of any such information or opinions. As such, no reliance may be placed
for any purpose on the information and opinions contained in this document.

Please note that individual securities named in this report may be held by the Portfolio Manager or persons closely
associated with them and/or other members of the Investment Team personally for their own accounts. The interests of
clients are protected by operation of a conflicts of interest policy and associated systems and controls which prevent
personal dealing in situations which would lead to any detriment to a client.

The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property and a service mark of
MSCI Inc ("MSCI") and Standard & Poor's, a division of The McGraw-Hill Companies, Inc. ("S&P") and is licensed for use by
River and Mercantile Asset Management LLP. Neither MSCI, S&P nor any third party involved in making or compiling the
GICS or any GICS classifications makes any express or implied warranties or representations with respect to such
standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim
all warranties of originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to
any of such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their
affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any
direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the
possibility of such damages.

Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any
express or implied warranties or representations with respect to such data (or the results to be obtained by the use
thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any such data. Without limiting any of the foregoing, in
no event shall MSCI, any of its affiliates or any third party involved in or related to compiling, computing or creating the
data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits)
even if notified of the possibility of such damages. No further distribution or dissemination of the MSCI data is permitted
without MSCI’s express written consent.

Although River and Mercantile’s information providers, including without limitation, MSCI ESG Research LLC and its
affiliates (the “ESG Parties”), obtain information from sources they consider reliable, none of the ESG Parties warrants or
guarantees the originality, accuracy and/or completeness of any data herein. None of the ESG Parties makes any express
or implied warranties of any kind, and the ESG Parties hereby expressly disclaim all warranties of merchantability and
fitness for a particular purpose, with respect to any data herein. None of the ESG Parties shall have any liability for any
errors or omissions in connection with any data herein. Further, without limiting any of the foregoing, in no event shall any
of the ESG Parties have any liability for any direct, indirect, special, punitive, consequential or any other damages
(including lost profits) even if notified of the possibility of such damages.

River and Mercantile Asset Management LLP
30 Coleman Street, London EC2R 5AL
www.riverandmercantile.com

Important disclosures

http://www.riverandmercantile.com/
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