Rathbone Enhanced Growth Portfolio
Quarterly investment update, January to end March 2019

Hot topics — ‘Top-down’ (market and macroeconomic)
The blessed trinity. Joy and rapture abounded in the first
quarter as three specific concerns were smote: the US Federal
Reserve (Fed) put the brakes on interest rate hikes, Chinese
growth appeared to rebound and US President Donald Trump
sent promising tweets about the US-China trade deal. All this
added up to a 10% jump in the MSCI World index (GBP) of
developed market equities; truly remarkable given the abject
fear among investors just a few months earlier. In the dying
months of 2018, markets were diving and many investors were
heading for cover. The Fed heeded the panic and swiftly gave
notice that it was done hiking interest rates for the foreseeable
future (not that long ago it was planning at least two in 2019).
And all the trillions of bonds left over from quantitative easing
the Fed was going to sell off? Well, that will be abandoned in
about six months too — years earlier than expected. As we
thought, the Fed ‘got it’ and adjusted its strategy. Then Chinese
business surveys showed marked improvement — with both
services and manufacturers faring much better than expected.
Relieved investors fell over themselves to buy back stocks.
We have been cautiously confident throughout the turbulent
last six months. When markets were crashing we felt it was
an overreaction and bought into the dip; now markets are
overly jubilant we are more sceptical of prices and have been
taking profits.

around for years, regardless of who’s in charge in 2020, or 2024
for that matter. This isn’t just about trade, but about national
security in the digital age. Our societies depend on intricate
and fragile systems for everything from keeping the lights on
and trains running to meeting friends, buying the groceries and
watching television. All it takes is a chip the size of a grain of
sand in the wrong chipboard or a line of code hidden in software
to wreak mayhem on a modern economy. This is the new cold
war, to be fought in boardrooms and data centres the world over.

Listless stasis. Whatever happens from here, the UK has been
irreparably damaged. Incessant delays, putative transition
agreements, consensus building, call them what you like, they
have sucked investment from the UK in less time than it took
British MPs to decide they didn’t know what they wanted.
One report from the London School of Economics estimates
£8.3 billion of UK-based investment poured into the European
Union (EU) between the referendum and the end of September
2018. At the same time, new EU investments in the UK fell by
11%, amounting to £3.5 billion of lost investment. This represents
a legion of lost opportunities for the UK and, we believe has
significantly reduced the productive capacity of the nation. In
short, we think the UK will limp on from here even if it forgets
the whole business and stays with the EU. It could take us a
decade at least to recover from almost three years of listless
stasis. That’s why we’ve been avoiding UK domestic companies
and why we will continue to do so for a long time yet.

Cold war. If tweets by President Trump are anything to go on,
the US and China are close to striking a deal over trade. That
would put an end to investor worries about global trade flows,
but, in our opinion, it won’t be the end of the Sino-American
tussle. That fight has many, many years in it yet. While Mr
Trump’s presidency has come to be inexorably linked with titfor-tat tariffs and protectionist rhetoric, ‘beef’ with China is not
confined to the White House. Suspicion of Chinese technology
and its nefarious potential uses is rife across the Potomac River
at the Pentagon as well. And American businessmen have been
grumbling about “unfair playing fields” in China for decades —
many of them have the ear of congressmen and senators on
both sides of the aisle, too. Make no mistake, this issue will stick
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Hot topics — ‘Bottom-up’ (direct and fund investment)
Portfolio activity
Key purchases/additions

Key sales/trims

JP Morgan 1255 FTSE OTM Accelerator (new purchase)

RBC Capital Markets 10100 95% Strike S&P Jan 19 Put Warrants (sale)

iSHARES Plc Physical Gold ETC (addition)

iSHARES Plc Core FTSE 100 Shares (sale)

JP Morgan 10105 S&P March 20 Put Warrants (new purchase)

Micro Focus International (trim)

Adobe Systems (addition)

Aptiv (trim)

Source: Rathbones

Our equity portfolio did very well in the first quarter and, given the steep falls in equity markets in the last quarter of 2018 we were
able to sell our S&P 500 index put contracts for a tidy sum at the start of January. A put is an agreement with an investment bank
giving us the option to sell US equities at a set level (i.e. above the current market level if there’s a sell-off). This protects your equity
portfolio because some losses are offset by a rise in the value of the put. We took the cash payout from our put and used it to buy
equities; this meant we then benefited from the subsequent rally in stock markets as well. Some of our stocks were up 30-40% in the
first quarter, leading us to take profits. Once market volatility had stabilised we bought another put contract at the end of January
(the cost of puts go up and down with volatility).
We bought the bespoke JP Morgan 1255 FTSE OTM Accelerator (650%) structured product to help us hedge a pivotal risk for our
portfolio. Historically, the FTSE 100 has been inversely correlated with sterling, i.e. when sterling rises the FTSE falls and vice versa.
That’s because most of the index’s earnings come from overseas, so fluctuations in the pound alter its value more than most equity
indices. We believe a soft Brexit could encourage foreign investors — who are avoiding the UK like the plague — to swarm back to
British stocks. We suspect foreigners will disregard a soaring pound and buy the FTSE 100 index anyway (the most liquid UK equity
index), leading the inverse FTSE/sterling correlation to break down, for a short while at least. This product would pay us handsomely
if it does so.
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Spotlight
In this quarter, the spotlight is on CTS Eventim and Ulta Beauty.

CTS Eventim

Ulta Beauty

—	The leading ticketing company in Europe — markets c.250
million tickets annually

—	Ulta has both a cosmetics and beauty offering so provide a
one-stop shop of sorts

—	One of the biggest four e-commerce companies in Europe

—	Number one speciality store in the US with offerings for both
mass market and prestige — they are the only national player
in the US to have both

—	Maintains barriers to entry through its focus on more niche
markets such as traditional folk and dance events

—	Continually bringing new products, brands and partnerships
into the business such as Honest Company, Body Shop, and
Skyn Iceland

—	Operates some key European venues with the
group also including some concert, tour and festival
promoter companies

—	Dramatically increasing store footprint across the US along
with ecommerce side of the business growing swiftly

—	Markets a range of music, sporting and family events,
including performances from artists such as Little Mix,
comedy from performers like Jimmy Carr, and the
Premiership Rugby Final at Twickenham

—	Majority of purchases made via successful loyalty
programme, which provides exceptionally valuable
information to the brands on customer behaviour

—	Millennials more focused on experiences and artists
generating most of their profit from touring, both of which
provide structural growth opportunities.

—	The beauty industry is historically more resilient through the
economic cycle, with Ulta also playing into the key millennial
demographic via innovation.
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Fund performance
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Bottom performers (%)
Performance

Contribution

Holding

Performance

Contribution

Micro Focus International

+47.64

+0.39

Take Two Interactive

-10.01

-0.02

Ulta Beauty

+39.56

+0.29

Vodafone

-8.37

-0.08

Rio Tinto

+28.07

+0.26

Danske Bank

-6.92

-0.05

Aptiv

+26.46

+0.26

Amgen

-3.75

-0.04

Electronic Arts

+25.88

+0.06

Activision Blizzard

-2.98

0.00

Note: Top and bottom performers are taken from the list of all holdings of 0.25% and above of the portfolio.

Source: Rathbones

Over the first quarter of the year we saw strong contributions from a number of positions in the portfolio as markets recovered
strongly after the falls at the end of 2018.
Micro Focus was the top contributor to Q1 returns as the falls in the stock price in early 2018 provided us with the opportunity to
add to the position throughout the year at lower levels. Our exposure to the beauty industry was also a significant contributor as
names like Ulta Beauty and Estée Lauder rallied on good results and a strong outlook for their end markets. We also saw a helpful
contribution from Aptiv, who we feel will be a key beneficiary in the long-term trend of increasing in-car technology.
After selling our put option on the S&P 500 index at the beginning of January and locking in some good returns from it, we began to
add some new puts back into the portfolio towards the end of the month. These new puts were a negative contributor in Q1, as you
would expect given the rally in equities, but we continue to see them as a vital part of portfolio protection. Vodafone and Danske
Bank also negatively contributed to Q1 performance after lacklustre starts to the year.
Performance: Gross of charges
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Asset allocation change and strategy
We increased our dollar hedge early in the quarter. This meant we locked in a sterling/dollar exchange rate for the future that covers
most of our US stocks. It protects us from losses if the pound strengthens but give up any gains from a slump in sterling.

Asset allocation split		

Liquid assets/lower volatility		

31.12.18

31.03.19

% Change

12 month change

4.43%

6.23%

+1.80%

-3.68%

Equity-type risk (economically sensitive assets)		

89.77%

88.73%

-1.04%

+5.07%

Diversifiers		

5.80%

5.04%

-0.76%

-1.39%

100.00%

100.00%

31.12.18

31.03.19

% Change

12 month change

Asset class split		

Equities		

80.87%

80.88%

+0.01%

+5.51%

Index-linked bonds		

0.00%

0.00%

0.00%

-1.27%

Conventional government bonds		

0.00%

0.00%

0.00%

0.00%

Corporate bonds		

1.75%

1.33%

-0.42%

-0.90%

Emerging market debt		

5.30%

4.74%

-0.56%

+1.55%

Private equity		

1.85%

1.78%

-0.07%

-1.09%

Alternative investment strategies		

2.11%

0.89%

-1.22%

-3.80%

Property		

0.00%

0.00%

0.00%

0.00%

Commodities		

3.69%

4.15%

+0.46%

+2.41%

Cash		

4.43%

6.23%

+1.80%

-2.41%

100.00%

100.00%

Asset allocation ranges
Liquid		

Equity-type risk		

Diversifiers

0% to 10%		
70% to 100%		
					
					

0% to 20%
(liquid: 0% to 20%;
(less liquid: 0% to 20%)

Investment outlook
The first-quarter was a good one across our fund range. Still, we’re not sitting on our laurels. We’re preparing for another turbulent
patch for equities. Whether that’s the second quarter, the next or the one after that, we expect it to come this year. We’ll be ready
when it comes — that’s why we’ve been stocking up our diversifiers and buying more put contracts, as we mentioned earlier.
Global growth will probably remain subdued this year, something we’ve assumed for more than a year now. We think the chances
of the US crashing into recession in the coming nine months looks very unlikely, given the wage gains and healthy jobs market for
the average American. US household spending is what drives the US economy, and America tends to be enough to keep the rest of
the world from recession. As long as we’re positive about ‘main street’, we’re positive on stock markets, especially the US. Despite
our optimism, the chance of another acceleration in economic growth seems slim to us, which is why we’ve focused on stocks with
minimal-to-manageable debt that are growing on their own merits. We’ve paid slightly more than the market average for businesses
that are strong, unique and growing steadily, regardless of the ebb and flow of economies.
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