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Discretionary and Real Estate. The main
detractor to relative performance came from the
Financials sector.
Looking at the Fund broken down by geography,
relative performance benefitted from good
stock selection in Japan, India, Canada and the
UK. On the other hand, the Fund’s exposure
in Germany was a notable drag on relative
performance for the quarter.
As usual, given the Fund’s concentration and
bottom-up approach, it’s more meaningful
to discuss the real drivers of performance
attribution from the point of view of
individual holdings.
The largest positive contribution to performance
came from the Fund’s investment in Savills
plc, the UK-based global property consultancy.
The company performed comfortably ahead
of expectations, as its quality franchise, strong
balance sheet and diverse business model
continued to deliver despite some
macro volatility.
Shriram Transport Finance, India’s largest
non-bank financial company, was another
strong performer over the period. The company
rebounded on the back of easing concerns
over asset quality and expectation of a return
to normalcy post demonetization. Moreover,
the broader Indian equity market was well
supported after Prime Minister Narendra
Modi’s Bharatiya Janata Party emerged
victorious in a key Indian state election.
The shares of Wynn Macau continued their
good performance during the first quarter
following a stellar 2016. The recovery in
the Macau gaming sector continues to show
acceleration over the past few months. The
Hong Kong listed subsidiary that represents the
majority of the value of Steve Wynn’s empire is
also gaining market share after the opening of
its high profile luxury resort Wynn Palace.
Delphi Automotive, the UK-domiciled maker
of electronic car components, had been a
laggard for much of 2016. However, its share
price rebounded during the first quarter after it
delivered a strong earnings beat and provided
guidance above expectations. We remain bullish
on the company’s prospects, supported by a
sector leading growth outlook and its strategic
position in connected car/autonomous driving.
Other contributors included Uni-Select, the
Canada-based distributor of automotive parts
and paint, and Samsung Electronics, the South
Korean technology bellwether. The shares of
both companies were well supported on brokers’
positive comments regarding their respective
growth outlooks.

The only material detractor to relative
performance over the first quarter was Aurelius
Equity Opportunities SE & Co. KGaA, the
German based private equity firm that focuses
on the acquisition and turnaround of specialsituation companies in Europe. Aurelius has an
impressive track record of delivering about 9x
invested capital over the past 10 years, creating
significant shareholder value. However, Gotham
City Research, a well-known short seller, issued
a report questioning the validity of Aurelius’
accounting practices and business model,
causing a plunge in its share price. Aurelius
published a statement in an attempt to address
the allegations by Gotham City and stepped
up its share buy-back program in response.
Nevertheless, the quarter-end timing of the
incident and lack of details weighed on
investor sentiment.

Outlook

We don’t spend a lot of time around here
analyzing macroeconomic data, having found
it generally to be more of an interesting
distraction than an aid in identifying good
investments. Recently, however, we were
reviewing some European economic figures
which we found instructive.
Germany is the largest economy in the
European Union and the fourth largest in the
world. By almost any measure, the German
economy is in great shape, with unemployment
close to 40-year lows and the biggest budget and
current account surpluses in decades. Growth
is modest but stable, notwithstanding the usual
poor demographics of developed countries
in the 21st century, and the government’s
debt is manageable. Despite these positive
characteristics, Germany’s inflation adjusted
exchange rate is the cheapest it’s been in at
least three decades. Fellow EU and Eurozone
member Greece, on the other hand…well,
you’ve probably heard about Greece’s problems.
Unemployment remains well above 20%, while
the budget and current account are stuck in
deficit despite years of painful adjustment and
deflation. GDP growth is substantially negative
over the past decade.
Your challenge, should you choose to accept
it, is to identify a single interest rate that is
appropriate for both Germany and Greece today.
If you give up, I commend you, since there isn’t
one. But that doesn’t stop the European Central
Bank from continuing to try. After all, to a
hammer, every problem looks like a nail. An
interest rate of zero is clearly much too low for
Germany, but may even be too high for Greece,
given its pile of debt and lack of competitiveness.
The result of such “one size fits all” policy is
likely to be continued asset inflation in Germany,
yet weak economic performance in Greece.
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Note that since 2010, house prices in Greece
have fallen by 40% while in Germany they’ve
risen by a similar amount. And incidentally,
what’s true for Greece is arguably also the case
for Italy, Spain and Portugal, which share some
of the same economic challenges as Greece.
The reason these numbers are instructive is that
they’re symptomatic of the unbalanced growth
which we see not just in Europe but in a number
of places around the world. One consequence
of this unbalanced growth is the accumulation
of debt, much of which can never be repaid.
Meanwhile it hangs like an albatross around the
neck of borrowers, which are unable to get on
with normal life, since they’re starved of capital
to invest and grow. An economic problem
then morphs into a political one, since weak
economic performance leads to social tensions.
We’re seeing this phenomenon across a number
of developed countries in recent years and the
question remains, can the center hold?
To the extent that we have a macroeconomic
view, it can be summarized like this: The
world is awash in debt, the cumulative result
of decades of unbalanced growth. As a
consequence we think economic performance
going forward is likely to be disappointing
and volatile. So we want to own enduring
businesses with strong balance sheets that can
survive and thrive in any economic environment.
For example, despite our deep skepticism
about the economic prospects of Greece, we
own OPAP, which is the Greek acronym for the
owner of a virtual monopoly in legalized gaming
businesses in that country. With new, foreign
management, the company has no net debt
and is just now rolling out new products which
will allow it to substantially expand profits
over the next couple of years regardless of the
macroeconomic situation in the country.
In Spain, which hasn’t had GDP growth above
1% for the past 15 years, we’re invested in
Red Electrica, the owner and operator of the
country’s electricity transmission grid---the
name literally means electric network. Thanks
to its monopoly position in the market, friendly
regulatory regime and underinvestment while
under government ownership, the company’s
profits have grown at a compound annual rate
of over 10% since privatization almost two
decades ago. Now that the big investment phase
is behind it, management has the flexibility to
increase dividend payments to shareholders,
so the current yield of about 5% could grow
substantially over the coming years. So while
the macroeconomic prospects of Greece and
Spain are far from stellar, we think prospects
still exist for continued attractive returns from
our investments in OPAP and Red Electrica.
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Under an agreement signed between Sentinel Asset
Management, Inc., the Sentinel Funds’ investment
adviser (“Sentinel”), and Touchstone Advisors, Inc.,
Touchstone has agreed to acquire certain assets
related to Sentinel’s business of providing
investment advisory services to the Sentinel Funds.
Closing of the transaction is subject to customary
closing conditions, including the approval of the
shareholders of each applicable series of Sentinel
Group Funds, Inc., and is expected to be completed
later in 2017. More information can be obtained at
sentinelinvestments.com
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Morgan Stanley Capital International (MSCI) Europe, Australasia, Far East (EAFE) Index is an unmanaged, free float-adjusted, market capitalization-weighted index of the
equity market performance of developed markets, excluding the US and Canada. The Fund uses the net version of the Index, which reflects reinvested dividends subjected to
the maximum non-US tax rate applicable.
An investment cannot be made directly in an index.
Source: Factset, Morningstar
The Global Industry Classification Standard (“GICS”) is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s, a division of McGraw-Hill Financial,
Inc. (“S&P”) and is licensed for use by Sentinel Investments. Neither MSCI, S&P nor any third party involved in making or compiling the GICS makes any express or implied
warranties or representations and shall have no liability whatsoever with respect to GICS or the results to be obtained by the use thereof.
NOT FDIC INSURED • MAY LOSE VALUE • NO BANK GUARANTEE
Before investing, carefully consider a fund’s objectives, risks, charges and expenses. Summary and full prospectuses containing this and other information are available from
sentinelinvestments.com. Please read them carefully.

