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INVESTMENT OBJECTIVE
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.

PERFORMANCE (NET OF FEES)

PORTFOLIO SUMMARY AND KEY RISK CHARACTERISTICS.

PERFORMANCE (BEFORE FEES)

SYNTHETIC RISK AND REWARD INDICATOR

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 July2008. 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 .

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.

B share class Benchmark Difference
3 Months 2.7% 2.3% 0.5%
1 Year 52.7% 27.5% 25.1%
3 Years p.a. 6.8% 2.0% 4.7%
5 Years p.a. 9.7% 4.7% 5.0%
10 Years p.a. 13.6% 7.7% 5.9%
Since Inception p.a. 15.4% 9.4% 6.0%
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Z share class Benchmark Difference
3 Months 3.0% 2.3% 0.7%
1 Year 54.2% 27.5% 26.7%
3 Years p.a. 7.8% 2.0% 5.8%
5 Years p.a. 10.8% 4.7% 6.1%
10 Years p.a. 14.8% 7.7% 7.1%

Since Inception p.a. 12.6% 6.9% 5.7%

Fund AUM £216.2m Tracking error 5.1 %
Strategy capacity £500m Active money 63.4 %
Inception date 17/07/2008 Portfolio beta 1.12
Holdings (UK/Non-UK) 256/49
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Our High Alpha and Recovery approaches 

We invest in companies with Potential, Valuation and Timing with a strong portfolio construction 

commitment to attractively valued companies, to good businesses with recovery potential, to being 

interested in structural growth when it is temporarily unpopular and to getting most interested in an 

investment when it is out-of-favour but where the fundamentals are on the turn. We repeat this 

investment approach day-in and day-out, aided by systematic screening. We try to stick to our approach 

during the difficult times (such as the anti-value market of the last few years) so that we nearly always 

participate when there is a following wind for our factors. Our High Alpha strategies include being 

benchmark aware when constructing the portfolio; our Recovery strategies are unconstrained and focus 

on medium to long term wealth creation.  

Executive summary 

Back at the bottom of the Value cycle 

Over the last two quarters value has given back nearly all its post vaccine news rally. A combination of 

worries about economic growth, the Delta wave of Covid, bond yields again falling (for a short period) 

and a continued love of all things growthy led to Value falling back towards its relative nadir. The same 

picture can be seen in the UK and globally - Value back towards its cycle low: 

Source: Bloomberg 

However, the last few weeks have hinted at another return to value. The attempt by the stockmarket to 

return to the post global financial crisis (GFC) deflationary playbook seems to be failing as nominal GDP 

growth is very robust, including the inflation component. This switch to a reflationary narrative has, in 

the short term, benefitted the deep value stocks, notably higher interest rate beneficiaries such as 
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banks and stocks that are geared to higher energy prices. Other parts o f the value complex - consumer 

discretionary recovery stocks in particular - have lagged due to the threat of stagflation on their 

business models. We will argue later in this report that it is too early in th e return to reflation cycle for 

stagflation to be a sustained threat – supply chains disrupted by Covid will be fixed and pricing 

pressures will abate – and as a result we see a significant opportunity in the price c orrections we are 

witnessing in the consumer cyclicals which have yet to benefi t fully from re -opening or the unwind of the 

large consumer savings seen during the pandemic.  

Why the anti-consumer stock narrative because of ‘stagflation’ is wrong - the opportunity in consumer cyclical 

stocks 

Whilst the UK and global consumer may well be a bit cautious in  the very short  term as energy prices 

and negative media commentary combine to create uncertaint y, the fundamentals lying behind 

consumer spending are strong with the observations below (UK focused) appl ying in most countries 

around the world.  

Firstly, because the savings ratio has remained high throughout the pandemic period t here is a lot of 

cash to be spent. The graph below shows that the UK savings ratio has remained elevated throughout 

the last two years: 

Source: Bloomberg, ONS 

Secondly, consumers, whilst under short term pressure from higher energy prices, actually are likely to 

be feeling a lot wealthier because house prices have been so strong. Again this has been a global 

phenomenon:  

Source: Bloomberg, Nationwide 
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And then thirdly, unemployment is falling, as shown below, fro m a not very elevated level (thanks to 

furlough schemes), wages are increasing (maybe not as much as inflation but they are at least going up 

vs. the post GFC stagnation), interest costs on credit have remained very low and yes, quite a big part of 

the UK population believe in the PM’s levelling up narrative. Actually, looking at all the data makes me 

even more bullish on consumer stocks, not just in the UK but ar ound the world; consumers are in a 

good place and consumer cyclical stocks are discounting the next recession  when 2022 should be a 

strong year. 

 
Source: Bloomberg 

Key points  

�x The Value Cycle: rather surprisingly, and despite the beginnings of a rally l ate in the quarter, 

Value has corrected further over the last three months and is now back towards its p ost GFC 

nadir; from my perspective this provides another significant opportu nity. 

�x Recovery: whilst the traditional value parts of the market have done well very r ecently, 

supported b y higher interest rate expectations and energy prices, many  classic consumer and 

industrial recovery stocks have pulled back aggressively over the last few months due to a 

combination of stagflation fears and input price pressures. W e think this provides a  very 

attractive opportunity in these parts of the market.  

�x Growth stocks moved back to all time high valuations during the quarter. It does su rprise me 

that investors have been so quick to re -embrace expensive growth, as shown by the US IT Index 

price to sales multiple moving beyond the TMT bubble peak.  

Source: Bloomberg 
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• Stagflation: as the world has become more normal again and global GDP moved back towards 

pre-Covid levels, parts of the global economic infrastructure have creaked under the pressure, 

especially as there remain quite a few Covid related inefficiencies in the system that will take a 

combination of i) policy change (full re-openings), ii) price incentivisation (for example, it would 

be surprising if quite a few truck drivers around the world did not come out of the Covid related 

early-retirement given the higher wages that are now on offer), and iii) demand going elsewhere 

(for example, ecommerce spending will peak as consumer cash finds other homes, reducing 

some of the pressure on the global logistics network). So, I would suggest that we are getting 

close to peak worry about the global supply chain and short-term stagflation fears as the world’s 

pretty sophisticated infrastructure will adapt. 

Stagflation commentary – peak on Google Trends 

 

Source: Google Trends. 100 is peak 

• Reflation: That said we remain high conviction that the world of the next ten years will be 

different from the post GFC era, that inflationary pressures are greater for a number of reasons 

(political support for levelling up, less deflation exported from emerging markets, bank balance 

sheet expansion rather than contraction, under-
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�x We benefitted from the value factor rallying towards the end of th e quarter as bond yields 

around the world started to move upwards and as energy stocks finally s tarted to appreciate. 

We are modestly overweight the energy sector, which is a significantly larger position than most 

of our UK peer investors, balancing attractive recovery characteris tics with S(ustainable)-PVT 

concerns. We have significant positions in BP and RDS, though underweight versus their rather 

large benchmark weightings. This underweight is largely offset by exposure to very good value 

E&P stocks. Whilst large cap value did better during September, this was not the case across the 

value & recovery piece, with UK domestic recovery stocks weak - consumer discretionary 

companies in particular - as the market worried about ‘Stagflation’ and the potential negative 

impact on consumer spending of price rises in energy; share price falls of  between 10% to 30% 

were seen in this segment of the market, led by UK retail ers, leisure stocks and housebuilders. 

We see this as a buying opportunity in many of these stocks as the consumer ha s a lot of pent -

up-demand in many of these areas.  

�x The ES R&M UK Recovery Fund returned 3.0% (gross of fees, Z share class) and 2.7% (net of 

fees, B share class) during the quarter, an outperformance ver sus the MSCI United Kingdom IMI 

of just below 1%. 

�x Our medium - and long-term returns remain robust, especially in the context of a va lue 

headwind over much of this period. Over one year the Fun d has returned +54.2% (Z shares) and 

+52.7% (B shares) versus +27.5% for the benchmark; over three years the Fund has returned 

+7.8% p.a. (Z shares) and +6.8% p.a. (B shares) versus +2.0% p.a. for the benchmark; over five 

years the Fund has returned +10.8% p.a. (Z shares) and +9.7% p.a. (B shares) versus +4.7% p.a. 

for the benchmark; over ten years the Fund has returned +14.8%  p.a. (Z shares) and +13.6% (B 

shares) versus +7.7% p.a. for the index: and since inception the B shares have returned +15.4% 

p.a., 6.0% p.a. ahead of the benchmark after fees. 

�x Our long-term and (since PVT) inception returns are strong, especially versus value benchmarks 

and peers. My 25-year track record continues to annualise at over 4% p.a. ahead of the index.  

Key performance contributors  

�x Positive contributors during the quarter: Energy and Financials performed strongly towards the 

end of the quarter ( Serica and JKX, more than offset the inevitable Royal Dutch Shell 

underweight); PVT stock picks positive (Indivior, Northbridge); Unilever and Reckitt Benckiser 

weak on worries regarding input price pressures.  

�x Negative contr ibutors: Consumer discretionary stocks under a lot of pressure ( Superdry, 

Restaurant Group); Value factor unsupportive; Smaller Companies fell in September; large cap 

Growth and Quality strength ( Relx, Diageo); individual stock disappointments ( ASOS). 
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Some additional points regarding the opportunity set and positioning rationale 

• All around the world, Value is still cheap relative to growth on all metrics including PE and price 

to book: 

Source: Morgan Stanley Research 

MSCI World Growth vs MSCI World Value valuation dispersion (market cap-weighted) 

Source: Bernstein, River and Mercantile 

• Some equity markets look quite expensive in absolute terms and relative to history, but others 

still look reasonable value. In simple terms it’s US equities (high valuation, but attractive historic 

growth) versus the rest of the world (often low valuations, but need global economic recovery to 

generate growth): 

Shiller PEs around the world: 

Source: Copyright 2021 Morgan Stanley 
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Relative valuations around the world, based on a number of  metrics paint the same picture, the US 

expensive, the Rest of the World looking attractive:  

Source: Copyright 2021 Morgan Stanley 

�x The UK continues to have stand out valuations, good value from  an absolute value perspective 

(prospective PE of only 13x, a discount to its 10 -year history) and never been cheaper on a 

relative basis (or only in 1975 when the UK seemed to be ‘bust’): 

UK vs MSCI World Average Valuation Premium 

Source: Morgan Stanley Research 

�x China - is a major investment conundrum at the moment . Attractive, long-term growth 

opportunities, huge innovation, a large and increasingly w ell-educated workforce which is hard 

working and entrepreneurial, and a growing equity market th at remains very under -represented 

in global indices. But in the short t erm much of this is offset by the significant uncertainties 

thrown up by a period of intense regulatory change. As value in vestors we do think that the 

significant corrections in share prices catalysed by the aggressive discounting of these 

uncertainties h as created many very attractive investment opportunities but do acc ept that 

these will only prove to be high return investments if you bel ieve that the Chinese Communist 

Party (CCP) remains supportive of the role of private (and foreign) capital in providi ng the 

bedrock for the economic growth and ‘common prosperity’ that they see k to deliver to their 

people. We believe that they will struggle to deliver their prosperity ma ndate without State 

Capitalism and, as a result, are comfortable to add to the positi ons we have built in stocks with 

China exposure. 

The digital economy already accounts for over 30% of China GDP, is a key pillar of growth and, 

for multiple reasons, there is a desire to compete with the US in this ar ea. There should be little 

desire to impair the long -term growth of this part of the Chi na economy. However regulatory 

change has been very significant in the short term for a number  of reasons that seem to have 
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come to a head at the same time - 1) a desire to promote competition, similar to the Western 

world, where the big internet platforms have exhibited some monopolistic tendencies; 2) a 

desire to protect consumer interests, and the interest of minors; 3) a fear of excessive financial 

de-regulation associated with Fintech platforms; 4) a desire to communicate to internet 

billionaires that they should not stray into politics; 5) a recognition that the explosion of digital 

data (and its ownership) creates risks as well as benefits and 6) a focus on delivering the key 

CCP policy of Common Prosperity, so that the whole population can benefit from the growth of 

the economy. 

All these concerns have created a period of heightened reform, partly delivered in a way that is 

unusual to Western markets. However, many of the issues being addressed are familiar to policy 

makers outside of China but, whilst the changes may be understood, it has created heightened 

uncertainty and share prices that have fallen greatly, with digital economy related indices down 

50%. Many shares have become exceptionally good value as a result; one we have been adding 

to, Baidu, has only modest direct exposure to the areas of increased regulation, its core market 

of internet advertising being competitive and its areas of growth, such as Artificial Intelligence 

and Autonomous vehicles being areas that are strongly supported by the CCP. Stripping out the 

material value attached to their growth investments, the core search business is on a single digit 

earnings multiple and a double-digit free cash flow yield and is still growing robustly. 

Activity and Positioning 

We continue to position the portfolio for Value, Recovery, Multi-Cap investing and for domestic 

economic recovery, re-opening and global reflation. 

The portfolio continues to have a clear value bias, with reasonable absolute valuation support including 

a 1.6x price to book valuation, good value versus the benchmark on price to sales and high single digit 

normalised earnings and cashflow yields. Recently, the style bias of the portfolio has shifted a bit in 

favour of earnings growth being superior to benchmark, delivered by the recovery stocks in the portfolio 

starting to recover. There is a robust multi-cap bias, including an overweight position in undiscovered 

smaller growth stocks. 

Style Skyline (StyleAnalytics) – clear commitment to Value, Recovery and multi-cap investing 

 
Source: StyleAnalytics 

Portfolio allocation to Value and Growth stocks by size and versus benchmark (Style Analytics), big 

exposure to large, mid and small Value, big underweight large growth, focus of growth is undiscovered 

small cap: 
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Allocations t o Growth and Value by capita lisation and versus the be nchmark  

Source: StyleAnalytics 

We remain high conviction regarding our key themes of i) the re turn to value having only just begun, 

especially given the recent retracement and ii) Value and Recovery stocks are ideally positioned for the 

economic and profits recovery that is still immature. Our portfolio po sitioning remains very committed 

to these themes, with a continued strong style bias towards Valu e, Recovery and Multi-Cap stocks. In 

addition, we are well placed for a more inflationary world, where bon d yields trend upwards.  

Our activity continued in the same vein as last quarter, tho ugh 









FUND HOLDINGS AND PORTFOLIO WEIGHT

Source: River and Mercantile Asset Management LLP

Holding                            Weight (%) Holding                            Weight (%) Holding                            Weight (%)

Royal Dutch Shell 'B' 3.23
BP 2.72
Lloyds Bank 2.10
Barclays 1.96
Prudential 1.93
HSBC Holdings 1.88
Anglo American 1.85
Rio Tinto 1.39
Natwest Group 1.28
Unilever 1.27
BHP 1.13
Standard Chartered 1.09
Somero Enterprises 1.04
Glencore 1.01
GlaxoSmithKline 0.98
The Restaurant Group 0.65
Rolls-Royce 0.64
Ebiquity 0.59
Antofagasta 0.58
Whitbread 0.58
Legal & General 0.58
Playtech 0.53
Indivior 0.51
Reach 0.51
Sage 0.50
Int'l Cons. Airlines 0.50
Gresham House 0.49
Compass Group 0.49
BT 0.48
Renold 0.47
Renewi 0.47
Easyjet 0.45
Old Mutual 0.45
Northbridge 0.44
Xaar 0.43
Serica Energy 0.43
British American Tobacco 0.43
Burberry Group 0.43
Devro 0.43
Capita 0.43
MPAC Group 0.42
Mercia Asset Management 0.42
Capital & Counties 0.42
DP Eurasia 0.42
Coats 0.41
Citigroup 0.41
Kin and Carta 0.40
Premier Miton Group 0.40
Fidelity China Special 0.40
Toyota Industries 0.39
Elis 0.39
Taylor Wimpey 0.39
Tremor International 0.39
Boku 0.39
Strix 0.39
Tadano 0.39
Baidu 0.39
Volex 0.39
Bank of Ireland 0.39
Sony Corp 0.38
Hunting 0.38
Melrose Industries 0.38
Virgin Money 0.38
John Wood Group 0.38
The Weir Group 0.37
Wickes 0.37
Carnival 0.37
Gresham House Strategic 0.37
Aviva 0.36
Banca Farmafactoring 0.36

Ted Baker 0.36
Subsea 7 0.36
XLMedia 0.36
Vicat 0.35
Imperial Brands 0.35
Walt Disney Company 0.35
SSP Group 0.35
Secure Trust Bank 0.34
Raytheon Technologies 0.34
AstraZeneca 0.34
Ocean Wilson Holdings 0.34
Seplat Petroleum Developme 0.33
Centaur Media 0.33
ULS Technology 0.33
Tribal 0.33
Science In Sport 0.33
888 Holdings 0.33
Vistry Group 0.33
ING Group 0.32
Dormakaba Holding 0.32
Int'l Personal Finance 0.32
Polymetal International 0.32
Capital Limited 0.32
Hochschild Mining 0.32
Harbour Energy 0.31
Travis Perkins 0.31
Centrica 0.31
ITV 0.31
Eckoh 0.31
Fresnillo 0.31
Elementis 0.31
DFS Furniture 0.31
On the Beach Group 0.31
Associated British Foods 0.31
Enquest 0.30
Ping an Insurance 0.30
Swire 0.30
Essentra 0.30
Marks & Spencer 0.30
WPP 0.30
Smith & Nephew 0.30
Berkeley Gp Hldgs 0.30
De La Rue 0.30
Serco 0.30
Johnson Matthey 0.30
WH Smith 0.30
RHI Magnesita 0.30
Alfa Financial Software 0.30
ASOS Holdings 0.30
Pearson 0.30
Moonpig 0.29
Dixons Carphone 0.29
SIG 0.29
boohoo.com 0.29
Dart Group 0.29
Booking Holdings 0.28
Hyve Group 0.28
Porsche Automobil 0.28
Kier 0.28
Jumbo 0.28
Provident Financial 0.28
Schroder UK Public Private 0.27
TP ICAP 0.27
Koninklijke Philips 0.27
GVC Holdings 0.27
Galliford Try 0.27
Crest Nicholson Holdings 0.27
Tesco 0.27
IMI 0.27
Owens Corning 0.27

Flutter Entertainment 0.27
Ricardo 0.27
Brewin Dolphin 0.27
Development Securities 0.27
Shaftesbury 0.26
Revolution Bars Group 0.26
Superdry 0.26
Chemring 0.26
Saga 0.26
Sansei Technologies 0.26
CRH 0.25
Fugro 0.25
RWS Holdings 0.25
Pendragon 0.25
RPS Group 0.25
Prosus 0.25
Flowtech Fluidpower 0.24
Blue Prism 0.24
Filtronic 0.24
JKX Oil & Gas 0.24
Informa 0.24
Greencore Group 0.24
Trinity Exploration 0.24
Accesso Technology Group 0.24
Aston Martin Lagonda 0.23
Safestyle UK 0.23
Incitec Pivot 0.23
Johnson Controls 0.23
Pearl Abyss 0.23
Smart Metering Systems 0.23
Stagecoach Group 0.23
Vodafone 0.23
Central Asia Metals 0.23
EFG Eurobank Ergasias 0.23
Trainline 0.23
Bodycote 0.23
McKesson 0.23
Fukuda Denshi 0.22
Instem 0.22
A.G.Barr 0.22
Hyundai Mobis 0.22
NCC Group 0.22
TT Electronics 0.22
Siemens 0.22
Morgan Advanced Materials 0.22
Drax 0.22
Menzies (John) 0.21
Exor 0.21
Tullow Oil 0.21
Foxtons Group 0.21
Van Lanschot 0.21
PageGroup 0.21
Fourlis Holdings 0.21
Eenergy Group 0.21
Cairn Energy 0.21
Savannah Energy 0.21
Rathbone Brothers 0.20
Biffa 0.20
IG Holdings 0.20
Close Brothers 0.20
Shangri-La Asia 0.20
Inspired Energy 0.20
Diversified Energy 0.20
Ocado Group 0.20
Anima 0.20
Speedy Hire 0.20
Everyman Media Group 0.20
Temple Bar Investment Trust 0.19
IQE 0.19
Centamin 0.19



FUND HOLDINGS AND PORTFOLIO WEIGHT (CONTINUED)

Source: River and Mercantile Asset Management LLP

Holding                            Weight (%)

AO World 0.19
MySale Group 0.19
TKH Group 0.19
SBI Group 0.19
Nichols 0.19
3i Group 0.19
Ibstock 0.19
Next 0.19
Tekmar Group 0.19
LSL Property Services 0.19
Costain Group 0.19
James Fisher & Sons 0.18
Auto Trader 0.18
Time Out Group 0.18
Tyman 0.18
British Land 0.18
Hostelworld Group 0.18
JD Wetherspoon 0.18
Breedon Group 0.18
Victrex 0.18
Hargreaves Lansdown 0.18
Grainger 0.17
Ascential 0.17
Card Factory 0.17
Mind Gym 0.17
AVI Japan Opps Tst 0.17
Cenkos Securities 0.17
Mondi 0.16
Tachi-S Co 0.16
Staffline Group 0.16
Nippo Corp 0.16
PZ Cussons 0.16
Norcros 0.16
Henry Boot 0.16
Purplebricks 0.16
Rotork 0.15
Angling Direct 0.15
Keller 0.15
Micro Focus 0.15
Topps Tiles 0.15
First Derivatives 0.15
The Gym Group 0.15
Photo-Me International 0.15
Zotefoams 0.15
Bango 0.15
Adept Telecom 0.15
Severfield-Rowen 0.15
Rightmove 0.15
Mitie 0.15
Aberforth Smaller Co's Trust 0.15
OPG Power Ventures 0.14
Thruvision Group 0.14
IP Group 0.14
Learning Technologies 0.14
Kingfisher 0.13
Moneysupermarket.com 0.13
Mediclinic International 0.13
Trifast 0.13
Carclo 0.13
Iomart Group 0.13
Resideo Technologies 0.13
Hill & Smith 0.13
Nintendo 0.13
Oxford Instruments 0.13
Reneuron Group 0.12
Network International 0.12
Blancco 0.12
Mortgage Advice Bureau 0.12
Serabi Gold 0.12
M&C Saatchi 0.12

Joules 0.12
Just Eat Takeaway 0.11
JPMorgan Indian Investment T 0.11
Greggs 0.11
Senior 0.11
ADVFN 0.11
Dialight 0.10
Tate & Lyle 0.09
Johnson Service 0.09
Hiscox 0.09
Driver Group 0.09
Majestic Wine 0.08
ConvaTec Group 0.08
Man Group 0.06
Hays 0.05
Smiths News 0.05
National Express Group 0.05
Beazley 0.05
Marston's 0.05
Aukett Swanke 0.05
Altitude Group 0.04
Lancashire Holdings 0.04
Halfords 0.04
Rangers International FC 0.02
Benchmark Holdings 0.00
Cash 0.71
TOTAL 100.00

Holding                            Weight (%)



PVT CATEGORIES OF POTENTIAL
This chart shows the weighting of the fund’s holdings across the four categories of Potential, related to the 
stages of a company’s life cycle, as defined within the R&M investment philosophy known as ‘PVT’ – Potential, 
Valuation, Timing.

INDUSTRIAL SECTOR WEIGHTS
This graph shows a comparison of fund and benchmark weightings across the industrial sectors classified by 
the MSCI Global Industry Classification Standard (GICS).

MARKET CAP DISTRIBUTION
This table shows a comparison of fund and benchmark weightings across a range of company values

Source: River and Mercantile Asset Management LLP

Source: FactSet

Source: River and Mercantile Asset Management LLP. Excludes cash and any applicable ETF positions.
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