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Global and
Long Term

A broadly dwersified global fund, NFU Mutual Global
Growth still stays away _from regions that it considers risky
or beyond 1ts expertise. Focusing on the developed world
markets, the manager Malthew Bennett looks for the sector
leaders and often utilizes nvestment themes. With a very
long-term horizon, the fund is able to ignore short-term noise
and to carefully select the right time for buying

Q: How would you describe the in-
vestment philosophy of the fund?

A: This is a fund with long-term
investment focus, which is suitable for
investors and advisors with long-term
investment horizons who want broad di-
versified exposure to global stocks. We're
perhaps more long-term than the aver-
age fund on the market. We like to keep
the turnover low as we base our decisions
on rigorous analysis of the companies
and then were not too worried about the
volatility in quarterly earnings.

The fund is set up with about 75
holdings at any given time. It is geo-
graphically diverse across the globe and
we tend to be relatively sector neutral.
We look at ideas on a country basis, de-
cide where to be overweight or under-
weight, and then we look at stock ideas.
Because of our long-term approach, we
don’t jump in and out of stocks based on
current trends or news of the day.

As a company, we have about 11 bil-
lion pounds under management across
assets, including general insurance as-
sets, life assets, pension funds, and unit-

linked funds. We have three open-ended
investment companies: a U.K. based
one, an international one, which is the

Global Growth fund, and a fixed inter-

est one.

Q: What is the process that leads to
choosing the actual stocks?

A: We first choose the countries that
we want to be in. That initial decision
is based on our view of global economic
trends. On the international desk, we
have two fund managers and together we
look at the economic trends and decide
which countries we want to be in. We
decide where we want to be overweight
and underweight based on both share
prices and currencies as we don’t hedge
the currencies.

Once weve decided on that, we
move on to the area of stock picking and
often that takes a thematic approach.
For example, recently I was looking at
the software sector. On a global basis,
we looked at leading software compa-
nies, and we came up with a few differ-
ent ideas. The global perspective of the
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fund helps out because we can choose
any company, regardless of the country
where it is domiciled.

Once we've come up with the theme
or the idea, we go on to the numbers and
the valuation. Because of our long-term
approach, when we've got an idea, we'd
wait for the valuations to be appropriate.
We'll just put it on the radar screen and
it might take a year before we actually
buy it. We like to go in when the stock
is a little bit out of favor, so we're a bit
contrarian in that sense.

Q: What is your concept of the
globe or world? How many countries
do you look at?

A: The fund currently has permis-
sion to invest in any market in the world
but we only invest in developed markets,
such as the UK., continental Europe,
U.S., Canada, Australia, Hong Kong
and China, but only through Chinese
shares listed in the Hong Kong market.
We also invest in Singapore, Korea, and
Japan, which is one of our overweight
regions at the minute.

Q: Global funds are often anchored
on one country or region and have sat-
ellite holdings around the world. Do
you have such a core region?

A: No we don’t have such an anchor.
Compared to our peers, were probably
light in the U.K. as we only have around
7% to 10% invested here. Our top mar-
ket is the U.S., which accounts for about
35% of the portfolio. The second larg-
est market is Japan with 18% to 20% of
the portfolio, and the third one would
probably be the U.K. Our biggest single
region is Europe but the holdings are
spread among different countries.

Q: What is your view on South
America or Russia? Do you review
those markets?

A: We acknowledge that some mar-
kets, given our resources, are a bit more

specialist and beyond our range of ex-
pertise. So we have global exposure but I
would say that we're at the prudent end
of the global universe. If people want to
invest directly in Thailand or Taiwan,
then I think they will have better oppor-
tunities to go elsewhere to do that.

Q: How do you narrow down such
a large universe to a manageable list of
potential holdings?

A: Some of it is done by screening
and some of it is done in a qualitative ba-
sis. Given the large universe that we look
at, we acknowledge that we’ll undoubt-
edly miss certain opportunities but we
come across other things. Probably two-
thirds of the companies in the fund, or
about 50 holdings, would be large-cap
companies that are narrowed down by
the screens and qualitative assessment.

In terms of picking the smaller-cap
ideas, some of them come from our
contacts in various countries. Also, as
we manage the funds on a global basis,
we have country and market specialists
in all of the different regions in which
we invest. Sometimes the ideas are gen-
erated from them and we'll assess them
afterwards.

At other times we'll be looking at a
particular theme, such as renewable en-
ergy, and then look for one of the high-
er-quality companies in that sector.

Q: What type of quantitative
screens do you rely on?

A: If we're looking for some inex-
pensive stocks to add to the portfolio,
then the initial screenings would include
dividend yields and how well dividends
are covered. In terms of the growth
screens, we don't particularly believe in
discounted cash flow models because
they are so open to what growth you put
in. We don’t think it’s possible to know
the growth rate of a company in 10 years
time; it’s a bit too much voodoo for our

liking.

Q: Could you explain your port-
folio construction principlest What is
buy and sell discipline?

A: Because of the size of the fund,
we like to keep the exposure to our circa
75 stocks relatively equal. We wouldn’t
want anything to be less than 1% of the
portfolio to have an impact, and at the
same time, we wouldn’t want anything
to be above 4% or 5% of the portfolio.
That provides discipline in terms of the
technical buying and selling. If a par-
ticular share has fallen below the limit
but we still like that company, then we'd
probably top it up. If a share had become
too big for the portfolio, then we would
trim that holding.

Because this is only a 20 million
pound fund currently, it is quite easy to
define an idea and execute it quickly. We
don’t have to phase any money into the
market gradually. We usually invest when
the company has been a little out of fa-
vor, although the ideal scenario would
be to buy it just as people are starting to
go back to the stock.

On the sell side, we don’t believe in
stop losses. If a company has fallen down
10% or 15% from our original position,
then we'll reassess it. If there’s been any
news or developments that have changed
the case, then we'd take the losses but we
don’t have automatic controls.

Q: Can you give us some examples
of large and small-cap companies that
you reviewed and became part of your
holdings?

A: A large-cap company would be
Nestle Switzerland. We selected this
company because it was a sector and
quality leader with reasonable valuation,
so we could sleep at night with it.

The small-cap side is probably more
thematic than the large-cap side. One
that’s sitting in the fund at the minute
is a Swedish company called Q-Med.
The company plays on demographics
to some extent. Its main selling product
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is Restylane, which basically is a filler
and a complement to Botox, so it plays
the theme of the aging population that
wants to maintain their youthfulness.
We came across that company partly be-
cause it was a theme that we wanted to
play, and partly because of a contact in
Sweden who put it in front of us. When
we looked into it, we thought it was ex-
cellent and we bought it for the fund.

Q: The accounting systems of
countries like South Korea can be
very different from U.S. or European
standards. How do you reconcile the
accounting issues that impact the
earnings? The P/E multiples in South
Korea could be deceptively low.

A: You are right; we cant simply
compare the P/E ratio of a Korean com-
pany to the P/E ratio of a U.S. company
and make the buying decision based on
that information. We'll look if the mar-
ket is pricing the average Korean com-
pany correctly, and then we'll look at
the relative value within that particular
market.

Q: Could you give us a couple of
examples of themes that you leveraged
in the portfolio?

A: Some of our themes include re-
newable energy, demographics, and ag-
ing. Another theme that we've played is
the gambling theme in Macau, a play
on the growing wealth of the Chinese
consumer. We looked for differences in
operators and decided that Wynn Re-
sorts had a niche position in a growing
market.

Another recent example is the oil
theme. During a trip to the U.S. fifteen
months ago, we came across the oil drill-
ers’ supply/demand. Virtually all of the
offshore rigs in the world are being used
at the minute; building them takes time
and we have not seen much construction
activity. That puts the owners of the rigs
in a unique situation in terms of the day

rates they can charge. We liked that par-
ticular theme but we actually waited for
the other investors to lose faith before
we invested. As I said, we have a rather
patient approach and it’s only in recent
weeks that we fully backed this theme.

Q: What are your views on risk
management?

A: We've got an in-house risk assess-
ment team that looks at various different

“Because of our long-
term approach, when
we've got an idea, we'd
wait for the valuations to
be appropriate. We like to
go in when the stock is a
little bit out of favor, so
we’re a bit contrarian in
that sense.”

MATTHEW BENNETT manages three
International equity funds at NFU Mutual. A
CFA charter holder he joined the NFU Mutual
investment team in 1999, following an initial
spell with accountants PKF. He graduated
from Lancaster university in 1998, with a
first class degree in Accounting, Finance and
Economics.

measures for all the funds, such as track-
ing errors. Our benchmark for the Glob-
al Growth fund is the FTSE All-World
Index. Then I look at comprehensive
risk and performance measures such as
alpha and the Sharpe ratio. Obviously,
fund managers should be aware of the
risks they are taking but if there is ever
an issue with getting close to exceeding
a measure our in-house risk and perfor-
mance measurement team will point this
out to us.

But that would be very rare with the
Global Growth fund, probably because
of the common sense diversification that
we use. You will never see the fund to

be 30% invested in technology or oil
shares. i
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