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MARKET OVERVIEW
In the second quarter, equities advanced, boosted by the ramping up of vaccination programmes and the
reopening of economies. The rebound in economic activity however, particularly in developed economics,
continued to fuel inflation fears. Amidst all the Covid-19 induced pandemonium and the central bank and
government responses the ‘world’ average stock market dividend yield has sunk to just 1.8% - comfortably below
its long-term average.
In the US, the S&P500 dividend yield has tumbled to a measly 1.4%. At the same time the price earnings ratio
has leapt to around 30. The infamous Shiller Cyclically Adjusted PE (CAPE) has now moved above 35 – rarefied
atmosphere as it has only touched this level on one other occasion in the last 140 years and that was during the
Tech bubble at the end of the 1990s. And let us not forget – this is happening in a world only now getting back
to output levels equivalent to those prevailing in 2019.

Source: Thompson Reuters

The logic running through the market is not hard to discern: if bonds yield next to nothing and money in the bank
yields nothing or even less why not buy equities which at least provide some income return? Hard to argue with.
The only troublesome bit of nettle rash with this argument is that equities can tumble in value and dividends can
be cut.
Is the stock market in a bubble? Yes. Will it buckle under its own over-valued weight? Undoubtedly, as
overvaluation is always corrected. This could start tomorrow, or it could take years since the normal rules of
valuation have been suspended by the ‘gaming’ of the system by the central banks. Bubbles, of all kinds, are
inevitable when interest rates are set at zero.
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The market is getting itself in a lather over the possibility of a sustained inflation pick-up. Is it real this time around
or another temporary spike? Looking at some of the recent inflation action around the world, the stand-out is the
US with the CPI bouncing well over 4% on a year-on-year basis. It is little wonder that nerves have frayed and
mutterings have commenced in the Federal Reserve and other central banks about an earlier than expected
increase in official interest rates.
The first and obvious point to make is that inflation collapsed during 2020 so that any pickup from very low or
even negative numbers looks remarkably strong on a year-on-year comparison (the so-called base-effect).
Nevertheless, there are other factors at work – ongoing supply shortages being foremost together with emerging
labour supply problems. The money pumped into the global economy is chasing too few goods – classic
demand-pull, whilst some workers are finding life more comfortable receiving government hand-outs than rejoining the workforce. The lack of international travel and the consequent low supply of itinerant workers – be
they fruit pickers or cappuccino frothers – is creating a demand/supply imbalance with inevitable pressure on
wages. Add it up and you get an inflationary spike. In the US, durables, non-durables and services inflation have
all surged from low levels.
Nevertheless, we recognise the temporary nature of much of the above. The helicopter drop of money will
inevitably taper. The global supply chains will pick-up as the pandemic’s impact weakens. International travel
will resume and inexpensive casual labour will again become available. Who knows, some workers may even
tire of sitting at home.
Our guess, and that is all it is, is that inflation will subside to the relatively low levels that the world has
experienced in recent years. However, and this is the key point, be it a permanent inflation uptick or temporary,
interest rates are far too low. The economic distortions caused pre-pandemic were significant thanks to absurdly
low interest rates and nothing has changed. The efficient allocation of capital relies on competition for that
capital. If money is plentiful and virtually free, the allocation mechanism fails. An economy needs money to cost
more than the prevailing rate of inflation.
FUND PERFORMANCE
The aim of the strategy is to provide a stable stream of real total returns over the long term with low absolute
volatility and significant downside protection. In the second quarter the portfolio produced a positive return.
The portfolio’s equities, bonds and currency hedging positions all contributed positively to returns in the quarter.
The key contributor over the quarter was the portfolio’s US equities which produced a positive +6.2% (gross),
although underperformed the wider market (+8.9%, MSCI USA Index). In the period, the market was led by
growth and quality stocks with momentum stocks recovering following a sharp selloff in mid-May. Outside of the
US, the portfolio’s overseas equities added +3.8% (gross). The US market had another strong quarter as
economic activity continued to improve and restrictions continued to be eased. In addition, continued talk of
stimulus packages for the US economy on Capitol Hill encouraged investors. The one lingering concern that
remains surrounds the increase in inflation expectations and whether this is transient or something more
permanent.
The following table highlights the top 5 equity and contributors and bottom 5 equity detractors over the quarter:
Top
Performers

PRICE (T. ROWE)
GROUP
AMERICAN
EXPRESS
PHILIP MORRIS
INTL
S&P GLOBAL

Country

Performance
contribution

US

0.15%

US

0.12%

US

0.11%

US

0.07%

Country

Performance
contribution

ALTRIA GROUP

US

-0.05%

INTEL CORP

US

-0.05%

SINGAPORE

-0.03%

CANADA

-0.02%

Bottom Performers

SINGAPORE
TELECOM
CANADIAN NATL
RAILWAY
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ROCHE
HOLDING
GENUSS

SWITZERLAND

0.05%

WOODSIDE
PETROLEUM

AUSTRALIA

-0.02%

T. Rowe Price had a strong quarter following the announcement of a dividend hike of +20% and also a special
dividend of $3 per share. The company’s share price rose nearly 18% over the second quarter. American
Express also enjoyed a strong quater as the company posted a further set of positive results and investors
began to look towards a reopening of the US economy which would bode well for credit card spending. In
addition, the company was given clearance by the regulator to restart capital return policies that would benefit
shareholders. Outside of the US, Roche Holdings (Switzerland) was the largest overseas contributor. The
company benefited from the FDA’s approval of Biogen’s Alzheimer drug Aducanumab. Roche has a drug in the
pipeline which operates along a similar pathway targeting amyloid beta. There was also some good data
released on one of its growth drivers, Tecentriq, during recent medical conferences.
The largest detractor over the quarter was Altria which fell over 5% in the quarter. The company underperformed
following a first quarter rally where the company rose over 26%. Intel also lagged as the company faced delays
to the launch of some its new products as many companies remain capacity constrained in the semiconductor
industry. In addition, investors remain sceptical about the dual production strategy that the company is
undertaking. In the short run, Intel will face pressures as the new CEO – who joined in January – restructures
the business but over the longer term these measures should position the company well for growth in the
semiconductor industry.
Outside of the US, Singapore Telecom reported year end results which were soft due to COVID. Lockdown
measures reduced high margin roaming revenues and reduced handset sales. They also did two large
impairments on Amobee, their digital advertising business and Trustwave, their cyber security business.
Canadian National fell over 8% over the quarter after agreeing to pay what is seen as a high price for Kansas
City Southern. Whilst we agree that the price is high, this could well be the last major rail asset that is sold in
North America (because of competition issues) and would provide the company with a footprint that reaches
from North Western Canada down into Central Mexico, improving their competitive position over the long term.
The portfolio’s bonds were flat over the period, adding an incremental gain to the portfolio. Pyrford continues to
adopt a very defensive stance by only owning short duration securities in order to protect the capital value of the
portfolio from expected rises in yields, as witnessed in many government bond markets over the earlier part of
the year.
Finally, the portfolio has a single position within its currency hedging allocation, the Aussie dollar. The currency
weakened against the US dollar by -1.5% and therefore contributed a positive return to the portfolio. Despite
this position, Pyrford view the US dollar as a very expensive currency based on in-house Purchasing Power
Analysis and therefore maintain a significant exposure (45%) to non-US dollar assets. If the currency does fall,
as it did do against a number of currencies in the quater, the portfolio will benefit.
PORTFOLIO CHANGES / OUTLOOK
Following a small reduction in equities in the first quarter, there was no further changes to asset allocation in the
second. The model allocation is 20% equities, 77% bonds and 3% cash.
Our positioning in bonds also did not change in the quarter. Pyrford adopts a very defensive stance by only
owning short duration securities in order to protect the capital value of the portfolio from expected rises in yields
as witnessed earlier in the year. At the end of the period the modified duration of the fixed income portfolio stood
at just 1.5 years.
Whilst these very short duration bonds are unlikely to yield high returns they will provide significant capital
protection for the portfolio and importantly they are highly liquid. In the quarter there were no further changes
to the overseas bond portfolio. 42% of the portfolio is invested in overseas bonds, with 15% in the UK, 16% in
Canada and 11% in Australia. The remaining bond portfolio is invested in US Treasuries.

Page 4

The equity portfolio is positioned in traditionally defensive sectors which offer predictable revenue streams and
attractive valuations. The focus of the portfolio is on balance sheet strength, profitability, earnings visibility and
value. In the quarter there was no change to the country exposure within the portfolio.
Finally, there was no change to the unhedged non-USD exposure in the portfolio over the quarter. 45% (the
maximum level) of the portfolio remains exposed to unhedged foreign currencies, representing the view that the
US dollar is a very expensive currency.
CONCLUSIONS
Every bubble ends with much hand-wringing, some tears and a vow never to be caught-out again – until the
next time. Human nature is human nature. Repetitive. We think it likely that the central bank-sponsored boom
that we are currently living through will, in time, be written about in similar terms to the booms/bubbles referred
to above. Enjoy the experience but don’t confuse extravagant returns and investment acumen.
RESPONSIBLE INVESTMENTS COMMENTS
As long-term shareholders of companies, we have the ability, and in our view the responsibility, to try to influence
the business practices of companies.
In the quarter Pyrford voted 1716 ballots in 67 company meetings. We voted against management in over 40%
of meetings. All voting records and rationale are available to view on our website (www.pyrford.co.uk), contained
within our responsible investment section.
Finally, in the quarter, Pyrford’s 15-member Investment team met virtually with 61 companies worldwide. ESG
issues are an agenda item in every meeting we conduct where we have identified ESG risk. For a detailed
overview of ESG activity, please visit our website for our latest annual ESG report.
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Disclaimer
Nedgroup Investments Funds PLC (the Fund) is authorised and regulated in Ireland by the Central Bank of Ireland. The Fund is authorised
as a UCITS pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011
(S.I. No. 352 of 2011) as amended from time-to-time.
Nedgroup Investment (IOM) Limited (reg no 57917C), the Investment Manager and Distributor of the Fund, is licensed by the Isle of Man
Financial Services Authority.
Nedgroup Investment Advisors (UK) Limited (reg no 2627187) is authorized and regulated by the Financial Conduct Authority.
The Fund and certain of its sub-funds are recognised in accordance with Section 264 of the Financial Services and Markets Act 2000.
UK investors should read the Appendix for UK investors in conjunction with the Fund’s Prospectus which are available from the
Investment Manager www.nedgroupinvestments.com
The Fund has been recognised under paragraph 1 of Schedule 4 to the Collective Investment Schemes Act 2008 of the Isle of Man. Isle of
Man investors are not protected by statutory compensation arrangements in respect of the Fund.
The Information Agent in Germany is ACOLIN Europe AG, with registered office at Reichenaustraße 11a-c, 78467 Konstanz. The basic
documents of the Fund, including the prospectus (in English) and the KIID (in German), may be obtained free of charge at the registered
office of the German Information Agent.
This is an advertising document. The state of the origin of the fund is Ireland. In Switzerland, the Representative is ACOLIN Fund Services
AG, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the Paying agent is Banque Heritage SA, Route de Chêne 61, CH-1211 Geneva 6.
According to article 74 FinSA, disputes regarding legal claims between clients and financial service providers should be settled by a Swiss
ombudsman in mediation proceedings if possible. To this end, Nedgroup Investments (IOM) Limited is affiliated to the Swiss ombudsman:
Verein Ombudsstelle Finanzdienstleister (OFD), Bleicherweg 10, CH-8002 Zurich. The prospectus, the key information documents or the
key investor information documents, the articles of association as well as the annual and semi-annual reports may be obtained free of
charge from the representative. Past performance is no indication of current or future performance. The performance data do not take
account of the commissions and costs incurred on the issue and redemption of units.
The Prospectus of the Fund, the Supplement of its Sub-Funds and the KIIDS are available from the Investment Manager and the Distributor
or from its website www.nedgroupinvestments.com
This document is of a general nature and intended for information purposes only. Whilst we have taken all reasonable steps to ensure that
the information in this document is accurate and current on an ongoing basis, Nedgroup Investments shall accept no responsibility or liability
for any inaccuracies, errors or omissions relating to the information and topics covered in this document.
This document is not intended for distribution to any person or entity who is a citizen or resident of any country or other jurisdiction where
such distribution, publication, or use would be contrary to law or regulation. The value of shares can fall as well as rise. Investors may not
get back the value of their original investment.
Changes in exchange rates may have an adverse effect on the value price or income of the product
Funds are generally medium to long-term investments. The value of your investment may go down as well as up. International investments
may be subject to currency fluctuations due to exchange rate movements. Past performance is not necessarily a guide to future
performance. Nedgroup Investments does not guarantee the performance of your investment and even if forecasts about the expected
future performance are included you will carry the investment and market risk, which includes the possibility of losing capital and not getting
back the value of the original investment.
FEES
A schedule of fees and charges is available on request from Nedgroup Investments. One can also obtain additional information on Nedgroup Investments
products on our website.
NEDGROUP INVESTMENTS CONTACT DETAILS
Tel: toll free from South Africa only 0800 999 160
Email: helpdesk@nedgroupinvestments.com
For further information on the fund please visit: www.nedgroupinvestments.com
OUR OFFICES ARE LOCATED AT
First Floor, St Mary’s Court
20 Hill Street, Douglas
Isle of Man
IM1 1EU
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