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currency. Unfortunately for the authorities, the
combination of recent ill advised, ad hoc stock
market intervention and slowing economic
growth has put a dent in the reputation of
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and fiscal and regulatory reform; thirdly, and
perhaps most problematically, Greece needs to
see its unsustainable debt restructured. Having
visited several companies in Athens at the end
of September we can confirm that the country
feels very cheap, but given the debt burden
we remain somewhat wary about getting
too
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enthusiastic about stocks there.
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discuss performance from the point of view of
individual holdings. The single largest positive
contribution to performance came from the
Fund’s investment in Alent plc, the UK-based
maker of electronic interconnect materials
(ie, high tech soldering) and electroplating
chemicals. The stock rose 40% when the
company was the subject of a definitive takeover
offer early in the quarter from a US listed
specialty chemical company called Platform
Specialty Products Corporation. We had owned
Alent since shortly after it was spun out of the
UK conglomerate Cookson Group plc in late
2012 and we think that it’s a good illustration
of how spin outs can unlock trapped value and
improve management incentives. We sold our
holding in the weeks following the takeover
announcement, though have noted with some
interest that the buyer is struggling in some of
its existing businesses and is financially quite
leveraged. Might we have an opportunity to own
Alent again?
We timed our purchase of Hyundai Motor
Company rather well, thank you very much,
enjoying a bounce based on its cheap valuation
as well as a correction in the Korean won, whose
strength had been a source of margin pressure
over the past several years, particularly relative
to the Japanese yen. We also like the company’s
strong balance sheet and its track record of
taking market share in the mass segment.
In a soggy market we owned a number of
stocks that held up relatively well, owing to
their relatively stable demand profiles and
strong cash flow generation. Among these
were Rightmove plc, the UK’s leading property
portal; Nestle S.A., the Swiss-based global food
conglomerate; and Red Electrica Corp. SA, the
operator of Spain’s electricity transmission grid.
On the negative side of the ledger, the single
largest detractor from performance was
Syngenta AG, the Swiss agrochemical producer.
You may recall that Syngenta was actually a
big positive contributor in the second quarter
even though, as we pointed out at the time,
the company’s board had actually rebuffed a
takeover offer from Monsanto. Fast forward
a few months and Monsanto’s board decided
it didn’t want to play games and so withdrew
the offer, pledging to buy back its own shares
instead. Like many Syngenta shareholders we
were frustrated by the company’s less than
enthusiastic response to what seemed like a

fair offer, though we don’t pretend to fully
understand the complex regulatory hurdles such
a deal would have faced. On the bright side we
think that Syngenta’s management now have a
spotlight shined on them, and we’re hopeful that
the recent announcement of their intention to
sell the vegetable seeds business and repurchase
shares will be the first of several shareholder
friendly moves.
The Fund also saw weakness from two French
stocks, though for different reasons. Edenred
SA, the provider of benefit and expense
management services to big companies and their
employees, got caught up in the bear market
in Brazil, where the company has a substantial
and still growing business. Renault SA, the big
carmaker, had seen a significant runup in its
share price in the first half of the year on the
back of a recovering European auto market
and improved free cash flow. So a near term
overbought stock combined with fears of cyclical
slowdown, then was ultimately compounded
by general weakness in the sector following
the revelation that Volkswagen had cheated on
emissions tests, leading to a lousy quarter for
Renault shareholders. We took advantage of
lower prices of both Edenred and Renault to add
to our positions.

Outlook

Arguably the most important macroeconomic
development in recent months has been the
recognition that the path of interest rates in
the US is unlikely to follow historical patterns.
In other words, the timing and pace of rate
rises, if any, is likely to be considerably slower
than previously expected. Markets have been
absorbing this new reality and trying to make
sense of the implications. Is this bullish for
stocks, given their dependence on low rates
during this ongoing bull market? Or is it
bearish, signalling that perhaps all is not well
with the world economy? Stay tuned.
Oil markets continue to move towards a new
balance, as the number of active drill rigs in
North America, the source of marginal supply
in recent years, has now fallen 60% this year.
Given the very high depletion rates of shale oil
wells, this is now starting to result in a drop in
actual output. In the absence of a drop in global
demand, it’s reasonable to expect oil prices to
continue to stabilize, and we think that higher
prices will be required to coax marginal supply
out of the ground over the medium term.

Manager Insights (continued)
as of 9/30/2015

Despite a relatively constructive view on oil
markets, we remain quite skeptical about
the outlook for industrial commodities in
general, given how much their demand has
been dependent on what we still consider to be
unsustainable levels of capital investment in
China. We think that China remains very early
in the process of rebalancing its economy, and
though we’re not anticipating a financial crisis
there, given the authorities’ ability to manage
credit flows through the banking system, recent
data continue to suggest that the economy has
limited ability to absorb the additional debt
required to keep all those plates spinning.
Nothing has happened in Japan to change our
skeptical view of Abenomics. Economic growth
remains moribund, and real wages continue
to shrink. And despite a generational low in
the inflation adjusted value of the yen, export
growth remains mired close to zero. Like
elsewhere in the developed world, authorities in
Japan seem committed to an economic model
that aims to create inflation by encouraging
further credit growth, blind to the deflationary
consequences of an already hopelessly
unserviceable pile of debt.
We’re actually reasonably constructive on
Greece’s macroeconomic outlook over the
medium term, given that real wages have
already been deflating there for many years, and
there seems to finally be a tacit acceptance that
significant structural reform is necessary. Given
the small size of the Greek economy relative to
Europe, we think it’s likely that the resources
will be found to fund the process, at least for the
time being. With a backdrop of continued easy
monetary conditions in Europe, the stage could
be set for a surprise recovery.
From a bottom up perspective, following the
recent correction in stock prices we’re finding
more value these days. With the MSCI EAFE
trading at around 13x 2016 estimated earnings,
it’s difficult to argue that stocks are in bubble
territory. We’ve begun dipping our toes in the
water in Brazil, and are looking more closely at
ideas in Greece and Chinese consumer related
stocks. Auto related stocks in Europe also
have become more attractive following the VW
scandal. We think that an emphasis on balance
sheet strength is more important than ever.
Thanks for your continued interest and support.
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