THE GROWTH IS
OUT THERE
Equity Spotlight – Developed Markets

Much of 2016 has seen
fundamental thinking
thrown to the wind as
fears abounded about a
China slowdown, oil price
depression and the fairy tale
story of global economic
growth. Despite this macro
setting, there are plenty of
opportunities for growth
equities across the world.
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When the equity market has this kind of panic attack
it is all too easy to get caught up in the prevailing
mood and follow suit. Indeed, after six years of
strong returns, there are many who expect US and
European equity markets to disappoint in 2016.
However, to focus on short-term fear is to ignore the
longer-term positive drivers for global growth. For
experienced stockpickers who, through disciplined
analysis and process, are able to identify specific
companies that are at the top of their game and
gaining ground in their sectors, there is no reason to
be fearful. In fact, it is in such disruptive times that
the best opportunities are to be found.
Mike Clulow, Portfolio Manager of the New
Capital US Growth Fund, Robin Milway and
Bibiana Carretero, Co-Portfolio Managers of the
New Capital Dynamic European Equity Fund and
Urs Beck, Portfolio Manager of the New Capital
Swiss Select Equity Fund argue why, by focusing
on fundamentals and valuations, particularly in
current market conditions, there are plenty of quality
growth stocks to be found.
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POWER TO THE
STOCKPICKERS
The View
From The US:
Mike Clulow
New Capital US Growth Fund
Portfolio Manager
In spite of a bruising start to the year – which saw the
S&P 500 fall by 8% during the first two trading weeks of
2016 – the index has risen by an impressive 64% over the
past six years.
The logic behind the decision to lock in gains, while
investors feel they are ahead, makes sense. However,
we must look beyond the headlines – or otherwise risk
overlooking a huge investment opportunity amongst a
sub-set of the best quality US growth stocks.
Market expectations for companies that continue to
experience rapid growth are far lower than they should
be. This is what our three-stage investment process is
showing us. We use fundamental industry research and
financial modeling to rank stocks using our proprietary
investment framework. The chosen stocks are scoring
extremely well on the basis of quality, growth potential,
and return on equity.
According to our earnings estimates, so-called ‘street
consensus’ is far too conservative for this sub-strata of
high quality growth stocks, which continue to take market
share and have a differentiated product offering.
A classic example is the online travel agency Priceline,
which looks cheap – even with a consensus price-toearnings (P/E) ratio of 22.5 times. Another good example
is Centene Corporation, which is helping the government
to administer health insurance to larger pools of Medicaid
recipients under ObamaCare.
In aggregate, by applying our proprietary EPS
estimates, the New Capital US Growth Fund is trading
at a 20% discount to the 20-year P/E average of the
growth universe.

So where do we see
opportunities? We are
currently backing the
companies that can benefit
from improving consumer
sentiment and so are
overweight consumer
discretionary names.

So-called ‘street
consensus’ is far too
conservative for this
sub-strata of high
quality growth stocks,
which continue to
take market share and
have a differentiated
product offering.

As an example, we
are currently playing
the athletic-leisure (or
‘athleisure’) trend – which
represents the new
tendency for Americans to wear athletic gear as everyday
apparel. This goes hand-in-hand with the rising popularity
of fitness training and yoga – which has resulted in greater
demand for higher priced gym wear (particularly in the
women’s market). Names in the portfolio that should
benefit from this trend include Lululemon, Nike, and
UnderArmour.
We are investing in stocks that benefit from the shift
toward ‘on demand’ entertainment – in fact, Netflix was
the best performer in the portfolio in 2015. We also own
Amazon and Disney – emerging media giants that also
offer streaming access to proprietary entertainment.

New Capital US Growth Fund
Sector Allocation

Technology: 33.25%
Consumer Discretionary: 25.35%
Technology:
33.25%

Consumer
Discretionary: 23.35%
Healthcare: 15.36%
Healthcare: 15.36%
Industrials: 10.14%
Industrials:
10.14%

Consumer
Staples: 7.07%
Consumer Staples: 7.07%
Financials: 5.32%
Financials: 5.32%
Materials:
2.34%

Energy:
0.68%
Materials: 2.34%
Communications: 0.48%
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New Capital US Growth Fund USD Inst Acc
MSCI USA Growth Net Index

Source: EFG Asset Management as at 29 February 2016.
The New Capital US Growth Fund USD Inst Acc share class launched on 15/11/2011.
From 26/07/2010 – 14/11/2011 the performance shown is simulated performance based
on USD Ord Acc share class which has been adjusted to account for the difference in
management fees.
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In the long run, the improving economic backdrop
should provide further support for US growth stocks.
Unemployment is expected to dip below 5% after the
economy added more jobs in 2015 than in any period
over the last 15 years. Interest rates remain at historically
low levels, while the price of gas and heating in the cold
season has decreased by more than 50% for the average
person, adding upwards of $1,000 into the pockets of
US consumers.
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The View
From Europe:
Robin Milway
New Capital Dynamic European
Equity Fund Co-Portfolio Manager
Bibiana Carretero
New Capital Dynamic European
Equity Fund Co-Portfolio Manager

Last year, we started to build positions in independent
Italian asset managers because we spotted that Italian
banks were starting to move away from their in-house
asset management arms in favour of outsourcing to
third parties.
It is also important to be active in what not to invest. Over
the past one and three years, security selection has driven
performance. However, we also benefited from being
underweight the energy sector and not holding metals and
mining stocks in 2015. We prefer the paper and packaging
sector for our exposure to materials.

New Capital Dynamic European Equity Fund
Looking across the pond to Europe, prospects are also
on the up with leading economic indicators all pointing
in the right direction in the region. Economically, this is
not a bear market situation. After Q1 last year we were
negative on the European market because valuations got
too expensive but we are now broadly positive.

Sector Allocation

Financials: 21.05%
Consumer 21.05%
discretionary: 15.61%
Financials:

Consumer
Discretionary: 15.61%
Industrials: 12.78%
Healthcare: 12.78%

For us, financials are currently the most interesting sector
from a valuation perspective. Of course, financial stocks
have suffered this year so, selectivity in stock selection is
particularly crucial.

Healthcare:10.79%
10.79%
Industrials:

That is why our process involves multiple stages and
touch points to understand business risk and, over time,
to build conviction in the investment thesis. Pricing power
and competitive advantage, alongside the management
team’s ability to allocate capital are key attributes that we
look for in companies.

Materials:
5.91%
Energy:
3.16%

Our investment thesis is based on a high probability of
achieving a good outcome, so we back companies where
we understand the motivations of the management team,
why customers buy their products and what the company
will look like in five years’ time. We also like so-called
‘self-help’ situations where management teams have the
potential to create value within the business.
It is then crucial to buy in at an attractive price. As an
example, we took advantage of the market sell-off on 20th
January this year to buy ING bank, which we felt looked
too cheap. We also bought Italian asset manager Azimut,
which has the potential to benefit from the structural trend
of Italian households reinvesting savings into managed
equity products. Azimut is also waiting for authorisation
from the Bank of Italy to merge its legal entities. This
reorganisation will free up capital for additional dividends
and buy backs.
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Consumer
Staples: 10.42%
Consumer Staples: 10.42%
Technology: 7.40%
Technology:
7.40%
Utilities:
6.35%

Materials: 5.91%
Utilities: 6.35%

Communications: 4.09%
Cash: 2.45

Communications: 4.09%

Energy: 3.16%

Source: EFG Asset Management as at 29 February 2016.

Cash: 2.45%

Country Allocation
United Kingdom: 28.15%

Netherlands: 11.05%

United Kingdom: 28.15%
Netherlands: 11.05%
Spain: 9.65%
Spain:
9.65%

Germany: 9.33%

Germany: 9.33%
France:
8.44%
France: 8.44%

Belgium: 7.99%

Belgium: 7.99%
Switzerland:
7.50%
Switzerland: 7.50%
Italy: 4.54%
Sweden: 4.45%
Sweden: 4.45%
Finland:
3.34%

Italy: 4.54%

Finland: 3.34%

Ireland: 3.10%
Ireland: 3.10%

Cash: 2.45%

Cash: 2.45%

Source: EFG Asset Management as at 29 February 2016.

Earlier in 2015 we positioned the portfolio to benefit from
the yield compression trade and an improving economic
backdrop, following the announcement of the first
European QE programme last January. Later in the year,
we focused more on idiosyncratic investment ideas that
are not dependent on macro conditions.
We are also keeping a keen eye on the Solvency II
directive, which will impose stricter capital rules. In our
view, this will prove to be a game changer for European
insurers. The winners will be the better capitalised
insurers. Capital can be returned to shareholders and this
could also result in M&A activity.

New Capital Dynamic European Equity Fund EUR Inst Acc
MSCI Europe Net Return EUR Index

Source: EFG Asset Management as at 29 February 2016.
The New Capital Dynamic European Equity Fund EUR Inst Acc share class launched on
15/09/2015. From 15/11/2011 – 14/09/2015 the performance shown is simulated performance
based on EUR Ord Inc share class which has been adjusted to account for the difference in
management fees and income distribution.
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Solvency II has been out there
for donkey’s years: like a very
slow moving train coming
towards the sector. It is not
hard to pick the stocks that
are over capitalised compared
to their peers, yet it is quite
remarkable that the market is
surprised when a management
team confesses that the
business has excess capital.

It is also important
to be active in
what not to invest.
Over the past
one and three
years, security
selection has driven
performance

Even though this information is out there, it doesn’t appear
to be priced into the market. The only reason we can think
of for this is the involvement of ETFs. It also confirms our
view that the rise of ETFs, particularly momentum ETFs,
create advantages for stockpickers over the long term.
In general, this year, we plan to take advantage of market
volatility to increase our exposure to higher conviction
names and take profits on stocks that have re-rated over
the last few months.
The Fund has an annual turnover of 47% and an active
share of 80%. For these reasons there is rarely only one
or two stocks that drive performance, but rather several
stocks that contribute to returns at different points in
the cycle.

Many investors are constrained because they can only
invest when it is possible to tick a box for positive
cashflow. Fortunately, we can invest in interesting cases
at an early stage. And if we want to initiate or sell out of
a position, we have the flexibility to do this, quickly and at
our discretion, all within a risk framework.
Having a flexible investment approach allows us to back
companies from an early stage. For example, packaging
company Airopack Technology is the third largest position
in the portfolio; even though it is a young company
that is not earning significant amounts of money yet, it
has fantastic technology. It was also the second best
performer in the portfolio in 2015.

New Capital Swiss Select Equity Fund
Sector Allocation

Industrials: 24.44%
Industrials: 24.441%

Healthcare: 16.76%

Healthcare: 16.76%

Technology: 15.84%
Technology:
Financials: 15.55%

15.84%

Financials:
15.55%
Consumer Discretionary:
11.67%
Materials: 9.62%

Consumer Discretionary: 11.67%

Consumer Staples: 5.90%

The View
From Switzerland:
Urs Beck
New Capital Swiss Select Equity
Fund Portfolio Manager
Investing in recovery needn’t always be spread across
regions. Investing in Swiss equities allows you to
invest in the world. Today, Switzerland is home to a
collection of global market-leading companies, attracted
to the country’s business-friendly legislative and
tax environment.
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New Capital Swiss Select Equity Fund CHF Inst Acc
Swiss Performance Index

Source: EFG Asset Management as at 29 February 2016.

It isn’t just about the global giants. The investment
approach for the New Capital Swiss Select Equity Fund
is style and size agnostic. We focus on fundamentals
because we believe that no potential investment should
be ruled out. With a collection of around 210 stocks in the
Swiss stock market, why limit your choices when every
stock could be a hidden gem?

www.newcapitalfunds.com

Cash: 0.21%

Materials: 9.62%

Source: EFG Asset Management as at 29 February 2016.

Banking software provider Temenos is another example
of a stock that we backed from an early stage, since its
IPO in 2001. Its business model is fantastic and it is a
world leader. Looking one year out, it has income visibility
of 70% due to the contracts it has in place and has
continually grown turnover each year.
Temenos was the biggest contributor to performance
in 2015. Over the year, the New Capital Swiss Select
Equity Fund returned 5.29% versus 2.68% by the Swiss
Performance Index. Since the Fund launched on 13 March
2014 through to December 2015, it has returned 14.91%
versus 14.28% by the index. Our style agnostic approach
has resulted in an active share of 70-90%.
Discipline is an important aspect of the investment
process. If a company reaches the price target we set,
then we are happy to sell it. Temenos is a good example.
Its valuation is now starting to look high, so as enthusiastic
as we are about the business, we will consider reducing
the position.
Being proactive is important too. We believe in rebalancing
the portfolio and actively trading positions, which has been
a big source of alpha over time.
In our view, a balance sheet can only reveal so much. It
does not show managerial philosophy, strategic planning
nor the personalities of those running the company. That is
why we place great importance on one-on-one meetings
with company management teams and attend over 100
each year.
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All potential investments
are scored based on three
criteria: 1. ‘conviction’,
where a number of factors
are considered, such as
management philosophy,
balance sheet quality and
barriers to entry. Effectively,
it measures how much
conviction there is in the
investment case.

Discipline is an
important aspect
of the investment
process. If a
company reaches
the price target we
set, then we are
happy to sell it.

2. A ‘valuation score’ is then applied, alongside a
‘quantitative score’ that is drawn from EFG Asset
Management’s proprietary research models. 3. Finally,
the stock is given a ‘technical score’ based on momentum
and trends.

My favourite question to ask myself when I think about
each position is: if I was in cash would I build a position in
the company at today’s price? If it is not a clear ‘yes’, then
it could be time to sell.
Oerlikon, which manufactures surface solutions, is a
recent addition to the portfolio. We felt positive about the
stock two years ago but the valuation was too high at the
time. When the share price fell recently and sentiment
turned negative, we identified an attractive entry point.
Late last year, it sold its vacuum business to Atlas Copco
for a fantastic price that surpassed expectations. It
consolidated a competitor in 2014, adding around 40 new
projects from the integration. In our view, the valuation
simply got too cheap.

LOOKING AHEAD
Whilst we want to avoid the trap of fearing the
fear by focusing on the fundamentals, there are
headwinds to be considered.
No single region or country can be viewed in isolation. It is
important to keep an eye on macro events and trends that
affect assumptions for specific stocks and sectors. Taking
the Swiss Select Equity Fund as an example, it is crucial
to monitor the relationship between the Swiss franc and
the euro, alongside developments in China. In addition,
the most important sector for European companies that
produce machinery is the German car industry, which is
reliant on China and the US consumer.
Further speed bumps lie ahead for Europe on its road to
recovery, not least up-coming elections, the potential for a
‘Brexit’ and the migrant crisis.
We think the so-called ‘canary in the coalmine’ could be
Italy and prime minister Matteo Renzi’s ability to deal
with the influx of immigrants there. Failing to manage
the situation could cause the country to once again
descend into political deadlock. The reforms that Renzi has
introduced over the last few months are nothing short of
Herculean, so we could become bearish if this looked to
be in jeopardy.
Another wild card could be German chancellor Angela
Merkel losing her job as a result of immigration policy. If
this happens, it will be a big blow – particularly from the
market’s perspective.
In the US we note the impact of rising interest rates and
the uncertainty surrounding the US presidential election.
However, we are not letting the true impact of either cloud
our thinking.

www.newcapitalfunds.com

Rising interest rates are typically a bullish sign for markets
because they indicate that the economy has turned a
corner. In the US, any further rate-hike action by the
Federal Reserve will be data dependent. Based on the
current macroeconomic environment, we foresee just two
rate hikes in 2016, below prior consensus expectations of
a 25 basis points per quarter. History also suggests that it
takes 18 to 24 months before interest rate hikes will have
an impact on the economy. Most important, long-term
rates remain in check (due to a flattish yield curve), which
will help to keep borrowing costs for corporations and
consumer mortgages low for the foreseeable future.
On the subject of the upcoming US election, it would
appear that Hilary Clinton is cruising towards a nomination
for the Democratic Party. Given Donald Trump’s polling
success, it seems to us that the Republican candidates
have swung too far to the right to make it from party
nomination to the White House. The bottom line is if
Hilary Clinton wins the White House nomination, there
is going to be a split between the Democratic President
and the Republican-Controlled Congress, so little will
change straight away. Ultimately, that could prove to be
good news for the economy during this crucial stage
of recovery.
At New Capital we are disciplined and constant in our
approach. By avoiding beta bets or being distracted
by market reactions to short-term fears, every stock is
considered within a clear set of rules, from which we do
not drift.
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DISCLAIMER
Sources: New Capital Fund Management, EFG Asset Management
and Bloomberg. Unless otherwise stated all data as of 31
January 2016.
This communication is intended for professional, accredited and
institutional investors only and should not be relied upon by retail
investors. This advertisement is not deemed to be communicated to,
or used by, any person from any country or jurisdiction which laws or
regulations would prohibit such communication or use.
This document has been produced by EFG Asset Management (UK)
Limited for use by the EFG group and the worldwide subsidiaries and
affiliates within the EFG group.
EFG Asset Management (UK) Limited is authorised and regulated
by the UK Financial Conduct Authority, registered no.7389746.
Registered address: EFG Asset Management (UK) Limited,
Leconfield House, Curzon Street, London W1J 5JB, United Kingdom,
telephone +44 (0)20 7491 9111.
Not all the funds are approved, authorized or recognized by the Hong
Kong Securities and Futures Commission or the Monetary Authority
of Singapore and accordingly, the units in those Funds are not offered
to the retail public.
The value of investments can go down as well as up and investors
may get back less than they invest. Issued by EFG Asset
Management.
EFG Asset Management (HK) Limited
is licensed by the Hong Kong Securities and Futures Commission,
18/F International Commerce Centre, 1 Austin Road West, Kowloon,
Hong Kong, Telephone +852 2286 3800, Facsimile +852 2323 9001.
EFG Asset Management (Singapore) Pte Ltd
is licensed by the Monetary Authority of Singapore. #03-00
EFG Bank Building, 25 North Bridge Road, Singapore 179104
Telephone +65 6595 4939, Facsimile +65 6595 4920.
This document does not constitute and shall not be construed as a
prospectus, advertisement, public offering or placement of, nor a
recommendation to buy, sell, hold or solicit, any investment or other
financial instrument, securities, other product or service. It is not
intended to be a final representation of the terms and conditions of
any investment or other financial instrument, securities, other product
or service. This document is for general information only and is not
intended as investment advice or any other specific recommendation
as to any particular course of action or inaction. The information in
this document does not take into account the specific investment
objectives, financial situation or particular needs of the recipient. You
should seek your own professional advice suitable to your particular
circumstances prior to making any investment or if you are in doubt
as to the information in this document.
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