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ASI Global Small Companies 

The fund underperformed over the 12 months to 31 July 2021, gaining 42.5% versus 46.4% 
for the MSCI ACWI Small Cap index, although I’m sure too many people would be 
disappointed with an annual return of 42%! 

 

The underperformance is mostly down to the fund’s ‘growth’ style of investing falling 
behind the ‘value’ factor of the all-world small cap index, as shown below. 

 

The fund isn’t an all-out-growth style one though, and as it also incorporates quality and 
momentum factors, it’s regained more ground on its benchmark than ‘small cap growth’ 
has on ‘small cap value’. Also more importantly, it’s ahead of benchmark over 3 years.  



 

 

 

Performance aside, this fund remains highly-regarded due it’s time-test approach and 
talented and close-knit team. It will be watched more closely though post-Harry Nimmo’s 
retirement to ensure the hand over goes smoothly. 

CONCLULSION: RETAIN 

 

Fidelity Global Dividend 

The fund began to underperform the all-world HDY index towards the end of 2020 and 
hasn’t been able to recover, leading to underperformance over the 12 months to 31 July 
(20.8% vs 26.1%) 

 

The underperformance coincided with value’s outperformance compared with growth, 
and given the manager has a quality bias to his stock selection this has held back returns. 



 

 

While ‘quality’ has made a comeback versus ‘value’, however, the fund hasn’t caught up. 
As the underperformance exceeds the 10% limit, this automatically puts the fund up for 
further review. 

 

Over the past 3 years though the fund is comfortably ahead of benchmark – 39.4% vs 
29.1%. Although this won’t prevent the review, it means we still retain confidence in Daniel 
Roberts’ ability. 

 

CONCLUSION: REVIEW 

 

Fidelity Global Dividend review with Matthew Jennings (Investment Director) 

Market performance has been led by economically sensitive sectors due to 
‘reopening’/reflationary themes. Dan Roberts (the manager) feels investors are pricing in 



 

 

an optimistic outlook for the pace of economic recovery. That has favoured areas they are 
underweight, such as banks and energy companies, which they feel are slightly 
overvalued and believe the rally in these stocks is unsustainable. The fund favours less-
economically sensitive companies, which has created the performance headwind. 

Recent underperformance has been mainly down to style rather than stock selection. The 
exception to that was Intel, which was previously a high conviction holding but has been 
a laggard. They’ve also not benefitted from the rise of tech-based ‘stay-at-home’ stocks, 
which tend to be richly valued and/or don’t pay dividend, so aren’t natural holdings for 
them. 

The fund currently offers a dividend premium of around 70% relative to the broad market, 
compared with an average of 30-40% throughout its history. Roberts believes that if the 
recovery isn’t as strong as investors currently believes that could cause a bit of a 
correction and cause valuations to reconnect more with fundamentals. 

History has shown that when risk sentiment is running very high (as it currently is) it 
eventually runs out of steam and fundamental valuations reassert themselves in the 
market, so they’re happy to see through this period of underperformance and be patient 
rather than try to react to it. 

Not overly concerned about inflation as dividends tend to grow in real terms, not just 
absolute. They’re underweight sectors that tend to perform well during inflation such as 
banks, utilities and commodities. The fund invests in higher-than-average quality 
companies, however, that have pricing power and so can raise prices in line or ahead of 
inflation, which should benefit their ‘quality’ approach in the longer term. The fund will 
maintain its defensive positioning, i.e. less-than-market exposure to more economically-
sensitive areas (portfolio is broadly 2/3 defensive, 1/3 cyclical). 

On ESG it is very much a big part in their stock selection process. As they’re looking for 
sustainable dividend growth they need to identify business that are themselves going to 
be sustainable in the long term (low risk of regulatory interventions, litigation, brand 
erosion or writing down stranded assets) and ESG helps them identify those companies, 
e.g. Enel – an Italian utility company that it the world’s largest supplier of renewable 
energy. 

Roberts is confident in the long-term outlook for the fund given the “very supportive” 
valuations and the quality of the portfolio remains very high. 

Conclusion: As with all our fund selections, we aim to look past short-term performance, 
whether positive or negative, and while short-term performance of this fund has lagged, 
it’s mainly down to market rotation rather than stock selection. As market rotation is fickle 
and not something we try to predict, and the long-term outlook of the fund (attractive 
valuations, high quality holdings) is positive, as has been long-term performance I remain 
happy to retain this position. 

RETAIN 

 

Fundsmith Equity 

The fund slightly underperformed the all-world Quality index over the 12 months to 31 July 
2021 – 33.4% vs 34.6%. I’m not sure many investors would turn their nose up at that growth 
though. 



 

 

 

Over 3 years the fund is now behind its benchmark as well – 67.7% vs 73.9%. While the 1-
year underperformance is within the 10% threshold, at 3-years there isn’t a threshold, 
which means this also triggers a review for the fund. 

 

A glance at the fund’s long-term performance shows why we retain confidence in Terry 
Smith’s fund management skills, but while the underperformance isn’t alarming, we’ll still 
explore the reasons to determine if we feel this is a temporary setback or not. 



 

 

CONCLUSION: REVIEW 

 

Fundsmith Equity review with Terry Smith 

Recent detractors have included those been due impacted by lockdowns, e.g. Amadeus 
which is the world’s largest airline reservations system, and Brown Forman, makers of 
Jack Daniels, which has lost out on on-premise sales due to closure of bars and 
restaurants. Consumer staples stocks such as Unilever and McCormick have also come off 
the boil due to previous unsustainable share price gains experienced following the 
hoarding during initial lockdowns. 

The fund is naturally defensively positioned, i.e. invests in companies that tend to be 
resilient to economic downturn, and avoids economically-sensitive ‘cyclical’ stocks. It’s the 
latter that’s outperformed recently but Smith believes to really benefit you’ve got to time 
your investments in cyclical stocks as they’re not companies that tend to do consistently 
well over the long term. 

A big part of the fund’s strategy is to hold companies for the long-term. That’s most 
certainly been the case as portfolio turnover over the past 12 months was approximately 
4% (no purchases and 2 stocks sold – Intertek and Sage, i.e. an average holding period of 
25 years. Although Smith aims not to overpay for companies he admits that his portfolio is 
more expensive than the global stock market, but feels that is justified by the quality of 
the companies as the market doesn’t give away good businesses on the cheap very often. 

The fund has never strayed from its approach of only investing in high quality companies. 
Return on capital employed of portfolio companies roughly 2.5x the global stock market 
and more than 2x operating margin. 65% average gross margin means the companies 
have high levels of pricing power, which should provide protection against rising inflation. 

Conclusion: Although it’s difficult to get an understanding of why the fund has 
underperformed the MSCI Quality index from Smith himself as he always compares the 
fund to the MSCI World index (and bizarrely also often uses the FTSE 100 as a yardstick!), 
it’s reassuring to hear the unwavering dedication to quality-growth investing. 



 

 

The biggest reason for the underperformance over 3 years vs the Quality comes down to 
sector allocation – the World Quality Index’s strongest performing sector, technology, 
represents 38% whereas the fund only has 15% currently. Consumer staples haven’t done 
so well in recent years but currently make up 29% of the fund, while only 9% of the 
benchmark. I’m comfortable with these allocations though as other holdings such as ASI 
Global Smaller Companies and the Xtrackers World Momentum ETF are both overweight 
tech and underweight staples. 

While the fund has underperformed over 3-years, nearly all the underperformance has 
come since the ‘corona crash’ when stay-at-home tech stocks have led the market, which 
the fund is underweight. I wouldn’t expect this market leadership to continue though and 
based on Smith’s longer term track record and demonstration of stock-picking skills I’m 
happy to retain the fund. 

RETAIN 

 

 


